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The Money, or Currency «f. a. cc^try, i« 
liable to vanatidnsm its exchangeable valu6|. 
from two idisitifirct and very diflferent causes. It 
wfll u»d^go a-pennaneat alterktioq in ;\^iae^^ 
.eiiber< (rm^ ini iacrease, jor from . a diiiiii>ekipny : 
i Hi the ^isk|)«fn^e • cifi proc^db^ :the conahibdi ty ^ bf/ 
wMi2^h^Hfrfitoc!si|X9aedi audi it will ;be isibbjedttof 
occasional and. .temj«9f ai^rfluctiiali0n:kiffvaIcieiX 
frc^fah^^oiilniiilstancia \t^hkh ofiqc^ the rMdEof 
escol^i]^ i^aiidi ithe' bManceIo£.i|prelgn ipfit]^ 

The ' penitiAQent aUef at^ons in the . value i of: 
nootiey, which) arise from' )alA inc£6asebp;di^; 
nuti^i^ in^ the ^ expanse : of. prodlicing ! the ipr^w 
.c^s^J9)elal8i are so rare iii ifaiir oc^iirreiioe^: 

B 



and so gradual in their approach^ that they 
can scarcely influence the decisions of the 
practical statesman. With regard to the tem^ 
porary fluctuation occasioned by variations in 
the rate of Exchange and balance of payments^ 
the case is different These are both frequent 
-and sudden, and it is impossible to come to a 
right decision on any practical question in the 
science of money and currency, without under- 
standing their prijpciples, and taking their ope- 
mtioiL iiite> aocMint. . Befbre >I ,pBaiiG»ed J^ thp 
qoBStion \ cwpyrtfeg the \ eayediBtti^ M feettfst* 
1% caaiupaylnffliiftB, IvEdulllJtoo^QiieiC^^ 
t(£iMEpiaini;«itt¥/j<s.i^^ cdeaimessvaiiid.bn^vjlly 
iVi ^itesiblepthoNL QcoaaymaL^rariaM in jtb(^ 
ijldq^ rii£liKuckdu|(i^^ are 

pibAaocid by> ffliictulutikNiB in JufigR, trade^^ fuA. 

' JbM Qi s«ijfipcte, IfaiAr tibenlite.oC eTOhange 
bvbifeen Bnf hnul mdJttsfe CantiJwQt ^/at^pfai:; 
that, after the demand for each other's commbn : 
dities. iit/ ladtu^y snppltori^ the ddrt8> ^u» i c^- 
aclly >bidamsedoby ^ cndite ; .nowitfais.lMi^g 
the pmehrioiiB «dtate of thiags, i«e wtllrsuppiNe 
^MTtber, that aifaad rhanrnt occoib iii.£ii^Ifwd; 



0' 

j^ (5iib^4ler (0 4mpon ^Tbm the (DonliQcal 
afllirge'Mppfy()£<gbrnJ Airmail eoinnMrof is lan 
eMShdi^d^ of; ^utjria}0if^ «oit!f^thing. laiu^t i» 
8^ff ^bi^d teif f)tty Abt «hla ibretgti gr^in. >Tfae. 
■si ^ i^stibrt,' ' ^A^^hi^ >tti b© 4;«m9ideiBd. ia 
itifiririii;^ is, ^^ cbmui«dity iirill rb^isenjijcncli 
ti»'f^y for it ? 'Th«^ orditfapy) ootitni^miiil A^ 
wsl^ ft>r Sritisli g<mA»qis,' by^e 9oppQ8i*k)iii: 
afreadj- sdpplied^^^isit St^tlides^thewforE^ will: 

tibit wtifieh mmt nolv eske plad^R' !i > - ^ : . 
* fibtf-^ihte^esi' fe the «pri«i^ o^ eraiy. qentmfiiv* 

Ihcurred foreigti -liieht^-lily' itm^ axteaoqdwait]! 

extt^ordindi^^^^lft'^ 4:her0|b^e^^ #iilh]ipt^ 
foe taken, in equal pjNij[K#t|Q6|i^ 

^ • « ■ 

pkriididlar af^^l^ Hdiicb' nfti^lieeeiit abroad! 
at lekst expense, ai^ '4vhieh ate :leaM! .4Sfeal^ Im > 
g(t!rtf^^h^ ftilpieigri «Kii*ket. Foit wtampleiL il| 
a^r Ihe .two t>emnti7e9 had mi»tu9lly supplied' 
eat?fi oftfef^s ordihfiry W3«ts, England wwe 
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obligedi to impiort coer. ffom Fraiice, to the 
^ amoiicit of a milUon sterling, ^ would AOd 
pay tbmi debt by sending to France an iiv* 
creased quantity of coals or of cast iron, upon 
which she would incur an enormous expense 
for carriage; neither would England attempt 
to liquidate her extraordinary debt ; to France 
by an extraordinary ^portatioii of steel watch-* 
springs; because those articles^ though pos^ 
sessing great value in proportion to their bulk^ 
are yet of such limited demand, that they 
would speedily oversfock the foreign market, 
and consequently be sold at conside^ble loss;^ 
Those particular articles, therefore, ^hich (^n 
be conveyed at the cheapest rate, and which; 
are least liable to glut the foreign market, MffU 
always farm . the basis . of th«tt ' exjtraordiqary 
exportation. whiefajs veia^gtfiA to ft^r^he.piirn 
pose of paying foreign debt^* . 

Whatever raa^ betifq commodity i^hicji^. 
from the cheapness of its carriage, .and the. 
univei^lity of its demand, merchant m^' 
select for the purpose of liquidating extraop* 
dinary foreign ' debts, that commodity; as ita^ 
supply diminishes in the home market, and* 



increases in the foreigbj will i necessarily have 
its value raised in the former and lowered in 
the lattei*. Here, therefore, the importaetf^ 
question presents itself, naniiely, when the com- 
modity 'wMch the merchant has selected for 
#ie purpose of iiquidating an extraordinary 
foireign debt, has been rendered dearer in the 
home; thaiiita . Ihe foreign market, will it con 
tihue to bfe' exported ? If we can arrive at a 
agUi decision jupori this q^iestibn, we shall 

» . , • • • • ' 

^tfiiih a cliSQ. fik some of the mo^t intricate 
recesses of the theoi^y of itfoney and exchange. 
lifet Us suj^k^e that a deficient harvest in 
'IBngland has raised the price of corn so high> 
that a merchant who imports a supply of grain 
from France can, on this first part of his trans- 
action, obtain a profit of thirty per cent. 

. ■ • • • ■ 

Now, if fine cottons are the commodities which 
he exports in payment,- and if those will sell in 
FttaHtxce; at a price which exactly covers the 
expense of sending them thither, then it is evi- 
dent that the\merchant, in balancing his ac- 
count by the exportation of cotton, can sustain 
no loss^ and that when the whole. of his trans- 
action is completed, he will still obtain^ a 



lirofitdf thirty per 4::€^t But; iif i^pUoi}^ i^tot' 
ttmie Xp. be sMent out of Ef^lfiMli. <iqI for W^ 
f^ipose qi supplying Mpp or^uwry coougM^r^M 
.^naan4 of F/:an^j bmt ift j^i^.to Jwilajioe)^ 
^favourable; acc«^t^i8GVUTff(4 VSia^ e^j^wff?- 
.^ina*7 4i»porta|ipi>, oi ^r% ^ IS eyJ^^BlT tl»# 
4h0 sfupply will .^B^niftii. \a- jfte .g^uij^rji 'finfi^ 

queotlyi t^M thpsfe 'good% .wj^m juiipsiircid l|y 
9;irery ,other cmwupdHy^ f^^pt .corns 'wUI^'apir 
^uice. a higher ii^lue in Epglal^ fym. » 
^ran0e.. I^t,,tl%si^fjetvefe,the;¥«vl|ie,Qf ?pt|oi»^ 

-the, fqm^ to U»e:l#l*?r(^winteya-i»iiOrd?r,|0 
.^al^C« hi^iiocovi^ istueitaia a l9s$» .oJ|.tfn.p^ 
<«nV .JB^t Jn importiiil^ : th0 qerniin peeing 
.for -whiicfa; hg v^oe\ incur : this : }^^ b^ ba4 .fii^ 
^ried tji^irty per <*Wt»/ HiS:pr<?ftt»;tJk*^:^fl, 
,upon tbp wh^tmi^c*ip%wiU beAyf^s^jgsic 
spfenti ; aijdj in (Q^er to jecHfls yiife iwt. ;wU4» 
.unless- some 4*th?T gpodft <:an; Im s^t fAffpad^ 
a cheaper tate» 'Co^tijDD^ ;to ^fiOrt ;;<!Qltoes» 
Uaougbi tbey sliould \m df^i^r i^ ^^.M^mi 
thtto,«i the for^gn nw^rliftv :; ;; i )- 



I ^S »-k 



^fMOtidn theMtfbId arisen Cadbol: fdnii 
otiur |god4s be wnt jibrand al a elnifer nrte?" 
^jr tbe 'saptMMaoiVoaHr. ooonnoditioM skcqll 
«ran iKidl eottonsv bf^, bdto ki iSlhgkfaid «Ud m 
P|ttice» atUKitonMiiarf bndldvlell v|i1im!;[ Ih4 
^'liavexiDwitb hi^ifir^ wt»thaj':scane oC-iboHt 
o^tahodiliffltf on irhicb ^o iosk oonld |k! siw 
ti^ixe^ «xeept Aiat - whidi^aroBe from -ttils: ess 
pcii8^dfio«rriBge^ ifa%iit'itot-1le8alnfilu)ted>EN! 
fh^eottonvJon 'iilndii a .I6sb df'ten iper.'aenfc, 
nnbfe('tie 'swfaiBied. ThiGl <lad be dbtermibeil 
ody^brp-voinqpAlnng^'liMr Umb arinng^ ifron tidiri 
dftmage.'bf'Dtliar ocmmioditiiny witlv ilM^dn 
tastuhedr by"««i<Mtig • tiK> odlton^ fkaai ibe 
dtomrtoth0(^yba{Krkmiflii«i'- CfftMoifcauM 
hniebeto selected 'as thv hUm lof extariondt^* 
aaijr export* wrty b«cavH^^ tAiey furnished tfad 
H^trit'o#'liq^id«tihg^ ai the>dieapest Mt^^'tiie 
debtincHHrJ«d'fi»rthii'fordgn'''<;dra'; and»ifthd 
lokt now BufitaliiM by- their bdooltilhg^ liGEMkrito 
in the bom^; than in the foreign iMiiit^t'/b)9 
has tiikti the. liss sustained upbn the ba^^gti 
bi the next elig^e •■ avtibie for «j{port, ' theni it 
li^isvideal; that they will Mill furdish the ohea^ 
est mehnr <^ ^ieihargii^ the e^traoi^ditwry 
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IbreigpA debt; and that iiiey will coiaitinii^ to 
be 'sent abroad j though dearer in the home^ 
tl^oQin the foreign^ market. Let, for example^ 

V 

wboHeni9 : be the ; neict eligible i article of ex-i 
portatioa; / letth^m be of; equalL value in £ng^ 
land and in: Frahce ;, and let the expense of 
sending tliem^ frohi. the former; to ' tfae^hitter 
country be fifteen per? ckut. In l^is case; onci^ 
half of the profit: obtained by iimporting the 
cbm>WK)i)ld. be ilost by .baliaiEicing the aeeovmt 
^th woollens; but the loss.lsustaiimd'by' ba>^ 
lai)ckei|g : ith^ < labeonnt. with ; cotlqnS' wovdd be 
only ^mk ipiBi / cent ;» on ; coi^third of i the . profit 
obtained *upon the corn. -It i3>ev|derit^- tbere^ 
fefre^ /that ; ithe mer dbasi iwpiiid . not ^gin. ;to 
puneha^e com with wQollens» imtil .cotton^ had 
become so dear in tbe home market, that.he 
oould not.di^MBe of them^ abroad without sus^ 
taining^ oxx that part of his transaction^ a losss 
of fifteen per cent. Hen<Jej when a consider 
rable profit can be made ;by an extraordinary 
importation of any commodity, artioles on 
which the expense of carriage is smaH, and 
which ai'e little liable to- glut, any- particular 
mark^ will be i^mployed to balanofti the ac^ 



xsbutai^ imtil their dimnishiDg supply yb^soS 
their value in the homev so &ir above =: their 
valiiein the foFeign market, • that the loss.upon 
sending^ theov abroad equals the loss attending 
the transmission of the next . eligible article of 

^kport./ ;.•••.'•: ' ' .,, 'i. 

S . Hkving thus she^i^> that a commodity tnay 
' continue tio rhe \ e^ported^ though its lvalue m 
I the home> .should iexceed its value in; the ! foreign 
market^ I:pn»ceed 1x> apply this prtncipiei to 
;the ;biilUon'iii]iarket;. and to the jexpoundiitg 
' of{ the theory* Jofi«k)ney und iexchange;: - ; ; ; 
.1 J tTheprd^ious ciuetialsi possess, in an eminent 
degree^ the^:queilitiesjwhi<3b^.reildl^r commodi- 
ties eligible as ;the basis: of .that ektraordibary 
exportation^ winch a great foreign expendi- 
ture, or an unusual importation of corny may 
oc3casi6n. ; Possessing great value An smsll 
bulk, they can be transmitted at little expense^; 
and bding employed as : titm. measure of value, 
, and as the > uijivefsail equivalent, tfeey r&pidly 
pass off inexcti^nge for aay Ihing which mi^ 
be. more in demami than then^Lves ; and 
'therefore are, of all cctaimoditi^s, the leilet 
/likely to glut any particular market. Thence, 
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ifrhcftiey^ any for^^^ikbts^ b«yoiii wbiiik tbs 
ordinary iranaoictioDs of ccmiincarce caA Uqdi- 
dat»> ari trituivM^tthfefpieGi^ottBdneM will^rin 
thb fifttiinrtaisQ^^ De^soDtaliicfadrAo^agr^lbcnip; 
aifd heao^^' m attsnciQi'tilBftaaraBs^rfgoM aiUI. 
silver will become scarcer and more vilnaMe 
iHth^'hcniie^ltmiliiltkerftffe^^^ A 

liw in thti vahie bf tite metals ib^ ikideedjf^ttie 
iieunattHilgr as id/rreft^^ iii^tthci pcldrAf All 
dtb^'oaJmnoiKlieB^ *Thib todnction Qladtno- 

and thu8$'irilhaiat any iin^Aie 
'gold' and fiiheri teod'te babiaoe thet»lQiint 
Vt is evideiEt^ 'howevei^^ tbal 'this f<3a?dkd esipob- 
^irtibti' of lillief/ctitailnoAtiiisfisthe ofatisci^aide 
itf'1}«r;diimmdied supply snd'iiicrraMl valoe 
ftf this metilli ; aAd; instead r of beinf^. a pnbf 
UMit they cnrbry Mrhers preserve U levels isrtfae 
eertatoinilidiitteiktiikt''tbe^ fadvcn aequiraflrah 

M After ^Ald ahdi iptvefr lawe a^hirsd on 
ffittracttdinary i^evsftioti itt^tb^^temb^Aiarket, 
those' forc%n diibts which the iisual cqieratioffs 
etf'ibifiilterwb^nM^bala^ liqp&kGlltl 

\ff oilier totmnodidasf ^aqd tfad! I>9cp^nii^>^c{f 
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l^yojod.wbioh t^.valtte of th^ latidbi imtbe 

lilifdigq^jeyiil of«»sfQd ^ifUion. ti9: l»e flubtotcted^ 
(i#Ml its vadjU^ »e^; tl)9i bctnte ««M£e( bfentoeoBb 
ll%h] U]*t- :titl9 loss iipo» Hep^ingiiit.iftlliNHid 

AkMKinahe i^est.'degvte «ligible M tbQ basis ttf 
^KtrsfOkicHnaiy «Ki|oarttiiU«i> sbould Alsq be Mb 
fMBfijOcmtj); tben Ukir iv\\mk wblmcUoe '«f b«l- 

4(bBUQid^, itsfviiluewoidd liiieuotittltelbis 
ji||)99, 8«iidiitg it: y>road.'liifDqbl;.b(e nlore jbhaa 
jt4Q {i6r c^nt,;. that «$, diare tbto tb^.loeb fti*- 
tain«d ;by bcUabcadg. 4i]» i9«Go«ii>iwtth,«^pitr 
^; €offf«i, , ^ «^«bf|lets^ : .4:1 way$ . 9««h to 
balag(ei^,th«»r:^eoodA(»iititiMB^b«ap«»t inMidwi; 
f^fidj .tb^^oi%.wbil^.6U@ar,'aild icotiRaie) Adiild 

b§ ^aii9i9Hl^d iftt t^ peFvOepi>; the'i»xpofte- 
ticm.of buUiimK woiil() Q«il$. bclbr^ltheftcfDiliof 
9i|ii(|ypg^it«|kb¥o«d b<Bgaii(,to.^3i4««d thabiimte. 
JgiH 9b«<^4 tbf^.^iycfd e^potrt^lioft of augat^Da 
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(idfftie occoBioh such a glut e^ t^siel articlet^ 
in the foreign kidrkeft^that the loss upon send^^ 
i]^ thfem iibtba^ amounted (o fifteen per^ cen^ 
then> indeedi the expt»rtiiti€fn of biillion would 
be resumed/ and ita valtie ib the home^ \fouM 
be elevAted so far dbove its v^iie in the foreign 
tnark^^ thftt the loss jjp(M sending * it^ abi'Giad 
would be ated fifteeft per .c*nt. This would 
htm a ilew limit to th^. farther diaunution' in 
ithesupplyi aadTiiirje in the; value; « of ^bollion. 
ihk every itistknce^ ^i^ ev^ry: ^stagfe of the^ pro^ 
'he^, ' the de^gree* of Idss' sustained upoii ;Le2cp€rrt^ 
^g> the last article with whidbi the merchant 
nay most cheaply balatice tlK>se fbreign del^^lS) 
which the orc^nary^ operations b£ ccmnierde 
itatihot liquidate, will regulate ;:the degi^e in 
which th^ value of bullion may rise in the 
home, above its-valiro in the fordgn .market. 
• From the principles which have already been 
mifolded, it necessarily follows; that when ai^ 
^unfavourable balance of payments /aises tte 
value of bullion^ the bullion of difierent metkls 
will be raised in dilfertot proportions* As the 
commodity- which can be - transmitted at the 
least expense, or, • in other Words, which coin 



13 

Uuns the* greatest value in the smallest biillf» 
will always Jbe tbe-first article: selected as the 
bams oi extraordinai^y • expcHrtatioD) whenefer 
a foragn d^bt,, beyond wha% the ordinary ape^ 
rations of commerce can liquidate, is incurre^> 
gcAA will be^n to disap{)eaF before silver ; and 
will;» to the fult aniouiit of the. difference in the 
expenae^of carria^, acquire a h%her value.; 
For examf>|e^ if gcjld dan be sent to iparis for, 
two per cent, and if 'saWer cannot be trans? 
mitted to the sapie place under a cost of seven, 
per Cent.; then> 9»; ^u unfavourable balance of 
payments ocdurrii^.witl^ Paris, gpld would bp. 
prel^rred as ^ the. :basis of th^ extraordinary., 
export^ «ntil,i^p Kljtmioishuigsijipljly in.tbejiopa^. 
marJ^t^: qleyatjedite v^i;ie ifive per cent, abpyer 
^ba;i; pf wAv^er ;; tbftt i?>; uptil the loss^ sustaiip|ed, 

' - * * 

by.jlbe,.in9K?pi^ yal««) ^ gold, b^cq^.jb^ 

it iiidi^j^nt to thf • vBf9rfsh&nf; vf bjfib' fiS. \hi^. 
roetals' he remitted «,</,' .,., . . : 

Having thus shewn > hqw ;an unfayouKablft 
balanqe of payioftents. affects the bullion markety 
fre n)usjt now p;^pc^ totrape out the n^ann^e^ 



"^hie «f bu%€^ andibi ciomp^^ : ^'^ ) < v 

Hon; is a more'«(}glbk/ artk^ of '«tp<st than 
iiietal ili'the ft^ of C0iD;> By^ ^asfifryiti^ a «m«kL 
poison of ft bar* ^f gol4>^ we >asb€rt^a Uie^ fiiie^: 
ftess of the whole ; lArt m ' onier io aisceilMtfi 
"vvith equal exactness the fi&i^iieeb of a ({iaaiit%^ 
of gold in the stbte olP eoiiH we«|ii8t eitheiL 
ajssay each individual piecey or else melf; Ihe* 

whote, and then ietssky fe portion of the' united 

• • • • • 

mass. The (irgt would be an almost- endless^ 
process ; a»d eyen the tatter would' be attMi^lBdi 
wHh tmnre' trduble, dday^ and expens^/ 'Ikaili 
a^rtaSning the fineness of ^d «lread«f uni^^ 
intolmrs. Now^ whatever tmght^ifieahibilHt 

WoiiM be necessary to ensure us^ itisit no €HWI^ 
teneSt'ortidcrltemted peces had beeh^inBiii^lei^ 
ambrtgstthe coins, to ttiat amolint' w^ritf ^gold» 
in bars be more valuable for the payrofent of a* 
foreign debl^ than an'eqtral quantity, of n^tal 
m the form of coin. The division and manu- 
fecturing of metals: at the Mintj wHl pftf n 
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doinestiG jdn9i^ation«iltat<«ntt i^endciii tiwQi>li)w 

^iriitneverid^kxrafanxHiratifeil^laiioeof pt^«lito 
IcB^ ito * fifatincdoa ' cif jfhe. mcij^als, tbe Jon 
cmoe ip the «a]ae itf .imUioD unH ;be;^pi99tjQr 
tfaaa the inMease in the iliddw (9f ith^ domeiUc 
caia*. W« will jMfntae tlpAJ; tb^ djflfewtMft 

1 

• « 

• -^ - II 

• ' - • ... . . 

* ;4n ^{avi9yr:ab]e balaaoe of pajmenlB may tofmetiBief 

render foreign coin more valuable^ as an article of export, 

• t""'" ' *' -»..'.' »' 

than Dollion. [f 'I owe a thousand livres to a correspondent 

in Pans, transmitting French coin to iktkX auioudt^ tnlglit' 

be^ cheaper -^aa tranMtntting'buDioa, wbteb, ^en 9i> 

wtt\^4^. Kt 'y^ diteUBStioiv votiUiba^ lo }m*mma^ tolll 

M^ >Sfel« it i»uld efept ibe ^yt^ KVP^i^V Bill v 

tbot^gb, in this casf, a premiui»,n|ight be given for Freoch 

coin, jet the coin of England would be found less valuable 

tWn liutliori. For thTs coin, 'nWt passmfe b/ ttfle ik t' 

I^tebcler it/ iWis, wo^ltf alsbTetfirNe^tD b»«sMy^i(na' 

M»y iMifMe>it,otiiiId eiTaoiihe pt^MtiofonyrMft* . flPm 

afWfjHig it w^fili^ be v^x^ tloutilesapie und- ^xpei^sive 

than; asaj^ing bullion ; ,and hence for the purpo^ of ex- 

portation, it would be of le'ss value : this principle accounts 

for the fact, that during o<)r great foreign expenditure' 

in tifae Peninsula, Spamiiti -oeiin «oM in our 4narket' at ^a ^ 
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thus in^ueed betw^nith&Volcie.af Afae bvlBcsi 
and of c6iD>y 'maf aiboUnt'tg onle^r; centi^ . ^ I 
In the «eeotid place, >tho6e!ia^3 i/^htch^ inial>^ 
most every coon try^ have been enacted^ for the 
purposie of preventing the ^tneitibg dowh «Uid 
expoFtiog of the coih^ must nedesmiily, when- 
ever an unfavourable ^balance, of payiheote 
iMttainishes the supply of^sp^ie^ cawe metal ia^ 
the form of bullion to rise in a higher ratio 
than metal in the form of coin. It is no doubt 
true, that as long as thfe metkls are the most 
eligible basis of extraoi'dinary exportation^ all 
la.ws prohibiting the coin frpm bemg. melted 
and se»t,ahip^d, viU: beeyaded jby sfilf^iijti^esl;.. 
Bot th^5 eviading iht laws will always be atf^ 

tfeiitled with riisk arid expense*; and therefoire, 

1 ■ 




iti)|hef<Mn"of>>bii}li<;B4 < 'Gkdd Hrliiehiomiki be' 
aWorti tff'ftjr eipcyrtatibft WAS, daiing thegne&i 

w * . ' ' I * 

expenditure ipccasibned by the war, three per 
cenU idearier than gold pf equal fipepess which 
oouidnot he rlegally sent abroad Wie shall ^heife? 
fore take three per centas the amitont pf tlie 



/ 

difierence which thcf laws a^i^t deiiuiitig antd 
exporting the coin may, when fln unfavourable 
balance of payhients. diminifthes :the supply of 
metals> induce between the vi^Iue of gold buir 
lioD and of gold coin; 

In the third place, whenevier an ^ unfavoui^ 
able balance of payments diminishes the supply 
€i specie in the borne market, the value, of gold> 
asyreliave already seen, must, to the full;amount 
of the diflference in the expense of trafismitting 
the two metals, ^peri^nce a greater rise than 
the .vahie of silver. We have assumed this 

• * * . 

difllerence in the expense of transmission > to be 
five per cent If this be correct, during an un- 
fitvouraUe balance, gold bullion would become 
more valuable by five per cent, than the silver 
coin : even thoi;igh;thfe coin should^ during the 

ui^vourable balance, retain its full bullion- 

♦ •• •* v.- . •>■• 

wcMTth. But this, as , we- have alreddy seen, it 
could nbt retain. . Domestic silver coin could 
not rise s0 hjigh^s silver bullion, because it 
would be tess eli^We for the purpose of expor? 
tfttiQii \ and becsa^se^ tp this natural and neces- 
saiy. drawb^k, wo|ild be added the artificial 
aod'.aci^idental rdrawback ari^ng from the 



kWii Itrhich prohibit the^ defiitoing and eixportr^ 
k\g the oolik The first we have taken 4t qoe 
per cent add the second^ as it is more difficidf 
Oft ticGoUnt of its greater bnlk^ to smuggle 
silver than gold, we may take at four per ceftL 
Thus then, tmder th^. assttinptiohs^ ah uiifa- 
voutable balance ^f pay met^lB may. oause sid^tee 
bullion to rise by five per cent, hig^her tbaa it 
raises silver coin of standard weight and fine^ 
kess. But the same c^use has by the difierehce 
in the expense of carriage, which we takfe; at 
five percent increased the value of gdld^b^-* 
yond whlat it may have incfieasigd the Vftla^ of 
silver bullion. Consequently gold *bulticm must 
histve- received an elevation of ten per cetff* 
above silver coin. / - ' 

Thus an unfavourable balance of foreign 
payments*, independently of the 4eteriprati0ti 
of the coin to which it may gkve occasion, leadd 
by a three-fbld pt^cicess to a difierenta betwem 
the vafae of bullicm and of standard coiii. < Iti 
the ffrst place, it gives metallic bairs and masses 
kn advantage over small metiedHc pvec^; in^Ol^ 
second place, it eleVaitek the mietftl #hloh «3JEaa 
be sworn off for exix>rtati0n4 abov^ that VfUMk 
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tetvffot legally be tent out df ttie cMittt^jr; ami 
it) the thi'td' place, it altefs, by the alndlint «f thi 
difi^BCie im the expense 6f the carrid^,'thd 
et|£^mkry level value of i6e' metals ^Mth vMeik 
the tidinage h composed. Tlie seeond of^theiMi 
catties of vaf iatf ou arises^ out^ Of the )aW^ vrhii^ti 
■proMbft. the defacing ind exporting df-ttf^ 
tcAtii and %y the repeal t4 Mioh la^s It tnfglft 
be reflioyed ; but the firet tfrid. the thiM cdttteii 
of tfife dififetence between the v^ue of feWHioft 
and of ^in, are nat bf lihifi a'ccidentalitTtd'ai'bU 
trary nature, and tfotiM <S6hl3htie <d ^oiduce 
their eflfect, though every restriction Aporifefatf* 
flekSng^ri the coin 6f the fealiii were remiovedi 
: ^e ^liflferende between the vaHie of bnlttbn 
and of coin is, while coin coniStitutes the cut^ 
rencyi^ tbe sante thing as the diiflferehce belweeiS 
the market and the Mint- pHce of the jne^fti 
By the regUlMibns of Ihe Mi^f, a pound of ^Id 
U coined into foity-fohp guihe^ and a hal/; 
ibohiBe<fuently, fcrty-ifoir gtiineas and aliklf 6ori- 
^titttte ttie Mint p^e t)f a pOuhd of gold. But 
if Ae causes above explained should raise gdd 
bullion, four per cefat. above the gotd^oth, %^, 
©(f'ctfurte it would reqnitfe mbr^ "than forty-fouY 
guineas and a half to purchase a pound of ^bld i 
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OTy in otlier words^ the market price of ttie metal 
would be elevated above its Mint price. Again^ 
an ounce of silver is^ by the regulations of the 
Mint*, coined into 5^ shiUings ; five shillings 
and two-pence, therefore, is the Mint price of 
the ounce of silver. But should silver bullion, 
frotn tlie above causes, have risen fiv^e per cent, 
above the silver coin, it would * require more 
than five i^tUings and two-pence- to purchase 
an ounce of silver ; - and the' market price of 
this metal would rise iive per cent, above its 
Miat prica Once more ;^ the Mint* price of an 
Qfttiice of gold is ^.3 1 Ts. 10|<2. now the pound 
sterling is a denomination standii^ for foui* 
ounces, all to a small firaction, of coined stf ver ; 
if then&fore, * under the circumsAaqbes already 
stated, gold bullion should rise five per cent; 
aJmve gcrfd coin^ and alver bullion five per cent; 
above silver coiny then, it is evident that 
^»3 Its. 10^. could no longer be idedtical 
vi/:ith>one ounce of gold; but that the market 
price of thismetal, when expiressed in the pound 
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* Un4er thie late Cojimge Act the wsigfat ot the siUei 
i^oin is reduced ; bnt this does noT in my wAy nffoct- the 
priaciple contended for. 
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-sterling and i4» fraettons^ .would bi^ve m%tk left 
percent, above itB' Mint price. . - 

' Whenever the market price ' of the metals 
rises above their Mint price, the question of 
depreciation presents itself for cbnsid^ation« 
Now the term depreciation always implies a 
diminution of value* It is only when the money 
of a country has lost a portion of its e^ohange-- 
able value, that it can justly be said to be de* 
preciated. If while the preciom metals retain 
4:heir customary relation to other things, the 
epin should be clipped, or worn, or adulterated. 
Its value would sink, and it .Would be in a state 
4>f depreciation. Again ;^ if a diminutioh of 
^commercial transactions^ or the introduction of 
^eater economy in 4he lise of currency, should 
diminisli the demand for money, then the. coin 
would become redundant ifiritli respect to bul- 
lion ; though of standard weight ^nd fineness^ 
:it would to the i^l amo«»t of the labour and 
risk required to restore it to the state of bullion 
lose a, portioxl x>f its. exchangeable value ; and 
therefore in this case also it would be depre- 
^^ciated. But when an unfavourable balance of 
foreign payments dimimshes the supply of the 
metals, and raises the market price of bullion 



price, thp e^lM is very jdifferfnt 
In Uiis case, the vaiue oi money is raised, ior 
iSteEul ef beiAg ioWeDed. iWhen the ioaetcdaane ex- 
fiorl^ to^ balance an - un^vonumUe account 
.bn)Hon, aswp iiave seisn, iiviU rise in a higher 
fatio tiaati coin ; but U)dn>as soqn as the i^ib 
the voXm of the metal* e^ooeeds the preaauioi 
■necessary to cover the nsk and expense of^Sr 
■porting: the ccnas, the coin wUi also be sent out 
of the^^ntry,it2! supply inll be diminished, and 
its values tiaised. • NpWjWbieDc<»B,orthe^m^iey 
of ^.cmintry* is raised in yaiu^ it is a qoii> 
Ip^ading (€ terms, nny an »bs<duAe contxac^o- 
^op), %> stiy Uiat It'is d0pr0ciatedJ : 

Thus ^fw s^, ihfit a diff^^^oe between the 
m^\B.ndt\ie Mint price 0f tbe^ metalsmay 
he. produced by distioct and v^ different 
causes ; namely; by « rise in the valuii of htA^ 
lioxki 0|»d by ftfisll m U«^ vahieof ooui^ .Toap- 
f^^tbe i!esn» term, «nd to attiibutie the same 
rfUmMikeF, ^ e&^m 9t> opposite; hialh in theor 
Qti^n a^ Hi their C0n8eqii^4ces^ is mtdywiat 
very philoetppbical or : aaeun^; There ai£ 
three distinct states, in whicb the coin orixtdney 
cf $. aduniry tniay be pbuied in leefnct to bul- 
lion : it may b§ of the. same value with buUlon; 
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itii^ be of a differei)ft.vaihi9f|f(Mn<lMi^^ m 
.oonscqufiDce o£ its own value haiisig^beooiiiie 
detoiiomlied; and il;in8y b0 of a dilfe|D6BiltvaIae 
Ji^m boUiafij in comecpieoee. of jtbeivalu^^ff 
bullion having men* Nov, .those dtsUncI sUttes 
*ho«ld be wtod by dktinet iiames ; the first 
j» tionr^dejiriESatitf^ ; tiie second h reakdepcO' 

Ail that W3 have iiaid. isespecting ihe iS&i' 
&ience.il»t!(¥een the value ol bullion and <^ 
-com^ apfdies equadly to :the di&renee^ whiob 
jOBtay arite between thd vabieiof bullion, and^cj^ 
M pamper mtKe^n!tf,mG^^ at the bplicok J9f 

4li0. holder into ^in. :: A papec carrenby^ |U3»- 
MSSipgiitKlf uointraisic vahi^^ mu^nepessMiiy 
'^leqiiimlent fto the qomnuKfity {nrhiob it f^e^ 
«fii^ Andiiatb idrinch^it can at .wffl be 4umedL 
Jdl'^the eifcumd^iiibeswhloh^ when the l][alaiice 
fad^ymettts is unfavourable, prievent coih, must 
J^ett pidvent a. paper BuirfiKy) csoaveptttdir 
tkito cain^ from experieiiding «o gma,t a riif; as 
bttUiop. K As measived in t^papefonrrency^^ 
jJbraafoee^ llie.aisrhet price of ^ bullion will rise 
•faoveils Mint |irioe; lAit this will be miafi^ 
fBomity pet:9L ni\ depredali(»i of iciMrrenc^ 



'|)qiraciaJdoa hxi^^ and 

'in all inrtancra of a sabtFaetion of tbe metaky 
ill consequence of ah unlkvourable balance of 
.payments, the valiie of a currency cxxivertiUe 
into cdn, will be foand to rise, not to fall. 
^ What has been stated with respect to the 
occasional difference between the value of 
bullion and of coin is also true in reference to 
the occasional diflferenoe between Uie value of 
.coin and of a pap^ currency not convertible 
into coin. If an unfavourable har^^ com^ 
ipelled England to get front the Continent an 
4eKitradrdinary inportation of corn, to Uie 
-ampunt of a ^li^ian' sterling, then an ektrar 
ordinary exportation of her commodities, to a 
like amount, must take, place in order tp pay 
for t^ supply. The commoditLios most easily 
conveyied, and least likely to glut the foreign 
jnark#t, would go oiit first As tibiae became 
^arce/and dearer, commodities In the iiekt 
^degree eligible would be made the basis of the 
.extraocdinary exportaticm ; and. so on, until 
the account became balanced. The result 
wojM be, that England would have lost senie 
/»f berconiniodiltes; but that in coniMquence of 



«5 

some jbeiag: better ^ailcidated Sat eaqportatian 
Uian others, she vmi^d hare lost them in dififer^t 
I»X)|t((Nrtiim9. The Biq^ly of gold, and of sonw 
.af the finer articles of manufacture, might fa|e 
considerably diminished; while that x)f cast* 
Jrou and of coals would remain very nearly, if 
not altogether, as before. Now, coin being, 
with the eiioeption of bullion, one of the most 
di^gible articles of export, it wonld^ with rela- 
tion to 1^ great n»88 of commodities, have 
its supply diminished, and its value raised. 
Su{q[>asing, th€^ef(»e, that while the value of 
coin is thus raised, va paper currency not con«- 
vertible into coin is so cautiously issued, that 
it tetains the same relative ^ proportion to 
the mass (^commodities, and consequently 
the same exchangeable power as before ; 
'l^ea the value of the coin, and of the paper 
wiU be di&rent, and any given sum in the 
fornaer, will purchase a greater quantity of 
goods, than the. same given sum in the Matter. 
But this does not prove that the paper cur- 
rency is depreciated* Depreciation always 
implies a fall in vulue, a diminution in the 
^wer of purchasing. This the bank note has 
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not undergone; on the cdhtraiyi it retains; by 
the supposition^ the same power, a»d equiTa* 
Ifncy in the mai^et as before* But as its 

value remains unaltered^ it cannot have undei*- 

'' • ^ 

• gone a real depreciation, though, in cense* 
quence of its remaming stationary, while the 
standard to which we generally r^r it, has 
risen, it exhibits an apparent depreciation. 
* The principles above unfolded, res|)eeting 
those ^ occasional And temporary variations in 
the value of the precious metals, which are 
induced by an un&vourable balance of fc^gh 
^y^erits, and rate of exchange, s^rd a sati^- 
factory explanation of almost all the important 
facts, presented in tfie history of our currency, 
andenable us to form an accurate estimate of 
%he wisdom of certain plans, proposed witib a 
view of imparting to • it a greater degree of 
security and unifottnity. *F6r several yeaffii 
past the market price df gokl lias been above 
its Mint price ; or^ in other words, any giveo 
^um in the paper currency has not been eqvuva^ 
l6nt to the quantity of ,metal contained ki the 
coin which it purports^ to represent, Respeet* 
ing the causcj and the effects of thi$ fa6t> di& 



ecbndDfMHtB, who have been deooolinated But^ 
Uoukts, cimtehd that the precious metals are 
the only standard, of money* That the rise ib 
the jmce of gold is occasioned by the paper * 
eurrehcyy having &Ilen b^low its customary 
sfaiue^ and that the remedy for this eriU and thd 
way to give the bank note asteady and umforiil 
power in ^xohange^ is^ to fender it at all times 
convertil;>i€ into »a givc^ . quantity of- buHionl 
The practical men, out the cobii^ary^ maintain 
that a TTO in the price pf gold does notkidi^lite 
«my losj^ of value in the .cttneBay, that bqlHcmi 
l>elng nothing metre: than so miieh merchandise 
in the market^ cannot b^ i^garded as the standi- 
ard of money, any mote than sugar or coff^ 
and that rendering the hank not6, at all times 
eq^uivaient to the same given qusuitity of metal^ 
Indtedd of imparting to it the ebaractel* of a 
&mdi and uniform measure of value, would ex- 
pose it ti» p^etual and deep viforationSr 
' ' When these oppoisdte theories aire examined 
mponitbepariocif^ above unaided, it wi)i be 
ioimd Ihat each 'icontains something which is 
oc^rect; combined w|th something ^ieb i^ 
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«rrMi&0O9, and that truth lies at a imdidie point | 
between them« It mv^t be conceded to the 
bullionist that the precious mefals are the only 
standard of money. Tlie proper definition of 
money is any commodity which general consent 
^ rmdered the practical measures of value 
and miedium of esE^ange ; . and in all civilized 
countries^ the commodities which general con<- 
sent has selected for th^ functions, are por- 
tions of the precious metals with stamps affixed 
to' them/ certifying their weight and fineness. 
Paper currency, indeed, ain'ves in the market 
ftB a practical measure of value, but it does so 
«ily as the substitute and representative of the 
metals. When the price of gold rises, H is true, 
as the bullionists contend, that a given siim of 
the paper currency represents a smaller quantity 
of the mateilal of money, than before ; but it 
is not true^ as they affirm, that the paper must 
therefore be below its customary value. Qotd 
may have increased in valuer If an extra- 
ordinary exportation of the metal should have 
so diminished its quantity as to give fifteen 
ounties the same power of purchasing which 
sixteen ounces formerly possessed; then the ^ 
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bank note which repreipnted fifteen instead joS 
sixteen oonces, though apparently depredated ai 
compared with a given quantity of the material 
of money^ would continue to pass at the same 
identical value which sixteen ounces formerly 
passed for^ and which they must pass for again^ 
when the unfavourable balance of payment 
ceases, and the usual equilibrium is restoied* 
The same principle holds good with resppct to 
coin. Whenever an un&vourable balance 
raises, the value of bullion sufl^iently high to 
cover tlie expense aod risk of meltii^, or ex-i 
porting the Qoia; it will also begin to acquire 
an extraordinary elevation,* and fifteen shillings 
may obtain the same power in the market 
which twenty shUlings formerly posserted^ 
But if sudi were the case, the pound note^ 
which represented fifteen shillings instead of 
twenty shillings,, would not have sunk below its 
proper and usual valueji but would retain pre- 
cisely the same power in the market as before. 
The error pf the buUicHiists ccmsists, not in 
their ass|uning &lse principles, but in their 
foiling to give due consideration to the limi- 
^ttions and excqpitiws to which just principles 



Ute mb&^iSisedy' lta^6. ' 0dl4 W by laiv the 
iHisfe <)f (mtddtiey, mM fih«ttfbfe therd can 
«Mii$t&« t^^^MidtA^ datfbt, that the Wy wety 
toln^ ouf cmemyi^eA and inmriiible ib t)t> 
^i'dteti^ H ai^fe dftfhia^y aifd level valtie of 
gdid; ti»^tttt td^yeisdeternhtiti^d by the meta!*9 
diet of priidu&ddti. BUt ^oM is liKble to' cott. 
sSdefaM^ eleVatioh abo^e- its. ordinary anct 
Ievfel-Tatti6i and cdiise^fttently rendering thfe 
^itie sand ih the cmtbncf at till times eqaiva- 
lAi* to ttie sfiiine ^liaiitity' of metal; instead of 
reed^ting tii^ cofrency fixed and Invstrmbl^^ 
fWtoid feiif)6&e it lo freqnertt ^and deelpr vitra- 

• - ' * 

^fti9. The geneMl prinfciple w liable to'oc- 
^aisioMl • exc^ibns. . The value of the circu- 
IMSii^' m^iiim, ' instead of fluctuating; may 
<ffteii W- reiidtered' raofe- steady by a devlatio'n 
ifrbik {He dusfdfhary sfaiidard Infd^edlt wodM 
b^ highly expedient, if gold texM b6 made the 
sMijd^ df^cditency, ohiy ^iiien it 'is at th^ 
a^tiftge leVfei viflu^'v^^hiifth iS' determinei^ by 
fife dtist'df i(s piK)diyaion^ affu!l i^rbfch mse^rbe 
IM>tisld4¥e<l ftr ai!i!y nli^d^rate ]^nod of iitnt, a's 
ftttd ktid ihvferiable. ' 

j'ihiia btiIfi<«fiBll%<Arfdf «)jebf,~"t&er6 i^ 
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uo cnljetion bf Ivhich' yre oan.mfietism ^ 
dt^cfie in . wliioti i an uiiiavoufiable f<nmgn lte« 
kntce miiy^raiaB ^oM above ite. avenge and 
le?el. valtt^. ...Tlhe iavearage. and. ktel idhie^ 
thereforey' iiisif uadefiiied^ . 4»d imde&iaMe^ 
cdnnot Ibe reiiderai.the .^standard of osrroloyi 
If we oncd adihit the principle tfail the bank 
iiiote shduid fae allowed to dqpart froib/the 
actual v^ueof tiie m^ad^ .wMck it.parpocto.to 
repreisei^v we MVe no lota^er.any/check npaa 
iU issne^ nor sAy aaiigiliabl& limit to ite fiacH 

<< * « ^ 

I answw that the difficulty of iaadartm 
ifaeatBtage and terel value^ of gcM^ is^^a ci]>4 
o^smKlaneei Miicb sbonld r^ador a >.ballix>tiiat 
cai^tioos iti iapplyiiig hidgcno^ralvpi^kiciplei and 
^ffidei^t to* disddrt^ i^at wbeb the price of tto 
iiietftl is rai^^' the hiaiik note has: sunk in 
value. For aught he ^ka ieM, the eflEbct may 
h4te beM produoed by an extraordinairy de- 
iagAiid fbir gokl ; atid Ms inabitity to assigb the 
cause of the ilrregularity; ^oaid check bis 
haste fot the sipplitfttibft at A iismedf. ^Tfae 
faish exaipMciiTa WMch emjployit the iMme um* 
v&i%a} medicine &r di^rdets^ difl^etlt hi tikeit 
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origin and chflracter^ is at least as likdy to 
injiir^^ as to heal. Rakdng dUe bank note to 
an equivalency with gold^ would . restore the 
currency to! a sound and natin^l state^ if an 
overissue of paper had degraded it below th^^ 
customary lev^L of the metal, it purports to 
represent ; but if the difference had been occa- 
sioned by an extraordinary demand for gold, 
would produce that Veiy fkictuation,. in the 
value of the circulating medium, which we 
erroneously assumed to have taken place and 
ignorantly attempted to correct. The.objec-? 
tion.of the bullionists, therefore,! wauld :make 
a^nst! theinselve& When it is a doubtful 
matter whether gold is, or is not. at its average 
and level value, it must be ia certain matter, 

dom, and in the dark, to rai9e;th^icurr0qioy.tQ 
«n equivalency with it. 

But I deny thatit is impossible to ascertain 
whether the gold is not at its average and; level 
vialui^. .There i^ no absolute scale, ind^cud^ 
which we can.apply to tbe metals, so asto ren-t 
der, their ascent or de^icent , aptirally palpable 
to thoisenses; but there are a variety rf qir- 
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eumsiandeis from which their variations inay bt 
deduced, with sufficient accuracy, for all pracr 
li^l purposes: If, at the time when gold rises 
16 price/ a deTficierit harvest or a foreign loan 
should have called for ah extraordinary eif • 
portatroh of those commodities which are ihost 
easily carried, and least likely to glut any par- 
ticular market, general principles would lead 
m to coticlnde that this metal had received a 
temporary elevation above its average and level 
value. This conclusion would be strehgthenv* 
ed; if; a* the same time, silver, the next eligible 
article with which to balance an extraordinary 
foreign debt, rose in' a less proportion than 
gold. And if those finer articles of commerce 
which contain the greatest value, in the ^nlall?* 
est Ijulk, experienced a graduated elevation, 
whilst the coarser and more bulky commloditle^ 
remained nearly atHheir former price ; if, with 

the principal 'foreign markets, the real, 93 well 
:as the computed and apparent exchange', was 
gainst us ; and if the issues of the Bank were 
not jahusually enlarged, or were rather dimit 
padi^ than increased ;' then should w^ posses^ 
jl nesistks$ lilmifi of circumstantial SV:ide]li:3[e;^ 



fttoving that the fluc^uatlohi of. Ibveign tndc^ 
bad given lo gold a temporary el^atidaaJbbi^ 
tl» Uifel marked by tUe coi^l of its producticMu 
Qn the oihet Imnd^ if the price pf^oU, weiaf to 
vm 91 a Ume when.tbere vvbs bo defieieikl^haiv 
imi, pr: foreign loan; if silver; ; and all the 
commoditi^ rose, in : IhiEr aiifiQ pi^bpbrtion^ with 
^oUi, land not ' in • a proportion , graduated faij^ 
^fiir< i^spectiv^ eligibility^ to become the bbeds 
o// jg^Cteaoar^inary tExpoirtattoh ; if :. iivdfiiie ; tibA 
conpiijted exchange bemme un&Dvbtir)Ei,ble9 the 
86^1 e2sd3»i!ige temaiBed^'at par ; and if i the 
anieunt . of hank notes m circulatibii^ had! iw 
Qfeafied;Vthen we should, possess a body : of ev& 
dence, ajxibunting ahnolt to daihdnstratiaijii^ 
that gold was not elevated above its ordlnalny 
and level valiie^ and the buUionist would be 
perfectly cQrrebt in attributing its advaii^^M 
niarket^price^ to a diminuHdn dn thei value of 
ihecurrend^^ id which that price was coni^ 

puted..; -'-^ ^ . -' ^ • ! ' } ^.l) «:? 

. The ^rbrsof the buUionists are not confinisd 
to pushing their general pEinoipl^too far; dad 
feijting to take into cohisiaeratioii the exceptifaps 
and limitations to which they are liable. Many 
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of Ihe m^asutes they propose far correctilng 
the irr^ularUies in our currency would, have: 
the feffect o/ increasitigthe fluctuation to .which* 
i^ is fxpc^d. It< is stated th^t the laws agaiitot 
eJxpojrling^ and melting dowta tk^ coin, are i o£ 
Viery qutetippable policy, and that the u^mM^ 
fr^pm should, b^ gi^^en, not only to the inaim^j 
f^Qloringpf bullion :i»to c(nni)butalso^toiMik) 
riG^iicing of .coin inti^ buH^oii. This isi an ^npti^ 
Thfe repeal of the Ifevrs against nCielting imd: 
eicporttng the coin, woigki be dearly pei?niciou&; 
We have se6n that when an ^nfdy0^rabl€ 
IMance ;of payitoent oceurs^ these laHrsoottsti^; 
tute iom of the cawaes'^hiich- render, feoiii,*^ 
Icib eligible article for^ export^ and preyeotr^l 
from rising so much above its level valucsaji^ 
bvdlli(Hi« : If thet*e' were no. longer any mkm 
Malting and e^ipoTtih^' the coin^ then on ail oc** 
cations ctf' estraiordinary elevation, the vaJu^ 
of rcoiii would confirm more nearly that of bulr; 
lioni ajid, ; consequently the : xnarjfaet pricj* of 
iHjllioB^ a^ efispres^ed; in. coin, or iri paper (job*; 
v^ibl^ inta coii^ would not rise so'hijghab$>¥^ 
they Mint: price. B»t this greater ste^oesij 
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in the market price of bullion would be the 
etkci, not of a greater, but of a less degree of 
steadiness in the value in the currency. If an 
un&vourable balancef of foreign payments were 
to raise bullion six percent, above its level 
value, and if the risk incurred by melting and 
exporting the coin amounted td five per cent, 
then the coin, or a paper currency circulating 
at par with the coin, would rise only one per 
cent. . arid the price of bullion would be five 
per cent higher in the market than at the 
Mint; while, if all the risk and difficulty at- 
tending the melting and defacing of it were 
removed,'the rise in the value oflhe coin, or of 
a paper currency equivalent to the coin, would 
rise six, instead of one per cent, while the 
market and the Mint price of bullion remained 
at par. In the case we have stated, the dif- 
ference between the market and the Mint price 
of the metals is occasioned by the currency 
not having risen, in so great a degree as bul- 
lion, above its customary and level value. A 
repeal of the laws against defacing and ^c* 
porting the coin of the realm, instead of ren- 
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deiing the currency more uniform and steady^ 
would increase the fluctuation in its exchange-* 
able power. 

On the same principle that the laws against 
melting and exporting the coin ought hot ta 
be repealed^ we ought to reject the propositions 
contained in Mn Ricardo's proposal for ob% 
tainiiig a secure and. uniform currency. Of 
all those who have espoused the doctrines of 
the buUionists^ this gentleman is unquestionably 
the most able. He has done more for political 
economy than any other writer, with the single 
exception, perhaps, of Doctor Adam Smith; 
and the authority of one who combines so much 
profound science, with such extensive practical 
knowledge, must stand extremely high. Yet 
it. 9eems.to me that he occasionally falls into 
that species of error, to which men of great 
original genius are peculiarly exposed, and 
that in the ardour of discovery, he|)ushes his 
general principles too far, and arrives at con-* 
elusions practically inadmissible. This I con-* 
ceive to be the case with respect to his propo^ 
sal for caijang the Bank to pay their notes, not 
in coin, but in bullion. If there be any truth 
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e^Ui«h in' the pceceding. pages^ com ife 'tt'ltMS 
eligible article for export than buUkKti^ apd • dft 
ttie opeurreiice of bA unib^ouirafok hariest^ cnt 
a fovd^ ;loan^ will n6t .^i^eripice so gseat'im 
elevi&tioii* aboirief its ] customary ' avid Ae^ ^[lAxsei 
If 4herisfoiie the paper currency were i refid^M^ 
bti^vertible into, bullion^ inst^a)d of inti^mit^ 
its exchangeable power wouM be' mit^edt ito 
^teper vibrations than a% pnsseiit Small pieeei 
of metaU the exportation of which: involves tto 
r£^ (^ punislimeiit and fcMsis^ pdMin^t'in the:na^ 
tur6 of things pass ojfTin thepaymeiits^of fb^eigQ 
debts'sd readilyy a& masses of n(ietal wirioh may 
be legally expoi'ted ; and consequently an ^tittf 
fiiw)urable balasioe of fdreigii paymgi^ 6atm<A 
dniiniish the supply^ and the value of 6^ ih 
the saine degree that it diminishes the B(tp^i 
tod raises the value of bullion. ' 1$ ^e^rti^iw 
slates of the pnarket^ a currency convetliMiy 
iatp bullwhj woiuM rise several per cent dbovfi 
a currency convertible into coin; and ^ the 
adoption of Mr. Bicardo's proposal would onty 
serv^ to increase those calaimtous fluctuatioM 
in the value of the circiUating Medium/ wMeh 



it* ji mtnk ipreat ofageot ;of. the qpratttical statasmaft 
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bjii paying itB ndtas m iMnUkmiosteftdittf ia aaioi ; 
Bidlion.'5krould.^iieiier fae. raqiairpd for^lfu^^ 
OTuIatkm, and whan the exchangetms^atpaf,. 
mB mirJdditetoifoneign^pduntriias nsere Canr. 
csUeil by ioor credits^ . it would not . be . sou^t 
for raspoiteAifm. : While >Jthings(.CQ&tinued ifi; 
ttti8d3tate5.the paper ^Qurrebicy^ imlesa issued in* 
eskces^i Utouid^Ksarcdy .ei^er J)e jbro^ight to tbe 
bBiikjfoT:payii%ent^ :and^:]f it were brou^bt^ 
gold dmkl immiediately bei til>ta^led.iei..lb$^ 
MmtipliQ^,:8d thi|t the Bjaiik . wo|dd be md^ 
fio >£iece9Blty of keeping: .>8peci0io«keduilim>r 
dMitiveiy in ite45o^fers> for thoipurpomof meetv 
idg^^dbcasional demands^: Tbe-pC£^t$..of .tb^ 
Bank^bprietors xwoiild iexperienf e aq iqccteae^ 
mdi thiti iti<»reas^9 not bSog iQbtaioed At jth§ 
AkflCKise of any other, plass^: would vbe :».)€|(QMt 
addflioft tp the net re^enuoLof iheidoipiintiinHyi 
Bttilti[i§s$ advtuitages'^mmki be!teinpecary>jaad 
#6uld cMt too much. Whea^ ah. ubfavduiable 
harvest^ of a foreign loan oeourred^ gold would 
be the firet thing in demand for balaucing the 
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iijcctittnt Vrith the creditor counti^y^ and fcmH 
tequently, in the home market^ it& supply. w»uUi: 
diminish^ and its vahie rise. On the suppoei-' 
tion tbat the papeir ^currency did not partake in . 
this fluctuation^ but was i^ued to the same, 
amount^ and retained the same valuers before^, 
the market pric6 of gold woukl rite above the. 
Mint price^ and a ruinous run would be made, 
upon the Bank ; and if we suppose, that in 
order to obviate this, the Bank contracts ifai 
issues until paper attains the same extraordiy . 
nary elevation as gold, then the sudden increase 
in the value, and diminutions in the amount of 
the currency^ would inflict Upon the public the 
greatest embarrassment and : distress. The 
very moderate saving of capital which could 
be obtained in ordinary cases from rendering' 
Bank paper payable in bullion, and thereby 
enabling the Bank directors to carry on :th€»ir 
business, with a less quantity of the m^takb 
locked up in their coffers, would be purchased; 
at a price much too dear, and by aggravatiqig 
the calamities incident to unproductive seasoiis 
tiild the revulsions of trader 

Having thus examined the pdnciples maiiH 
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\aln^ by the buUionistey I shall prodeed Uf^ 
Qoimd^.the doctrines, espoused by those^ lyvhm 
Iiay0. detiominated themselves pracitica»l men* ? . 
Itk n singular fact^ that in the controvefi^ 
irespecting the state of the currency, tho^e wbo, 
have assumed, by way of excellencfei the charac- 
ter of practical men ; and who have endeavovr*' 
ed to discredit their opponents by thq designa-*) 
tipn of theorists, are themselves the advocittes 
of one of the most refined and sfubtle theorie^i 
which has ever been advanc^ . in political 
economy, namely, that of an ilbstract currency,: 
or ideal standard of value. This theory, in-» 
deed, is not always avowed in diriect terms \ 
Irat it is uniformly implied in . their T^asonings») 
They deny the leading principle of the bul* 
lionists, that the standard of money mustr;b«[ 
soqie commodity possessing an intrinsic. ^ex-^ 
changeable value ; and between this denial and 
the admission of an abstract or ideal^ standard^ 
there exists no middle poijnt. The pound sterling 
must either be a term applied to a given quan- 
tity of scrnie particular commodity, suph^^^ 
gold, or silver; or else a denomination ipkot 
standing for any commodity in particular, but 
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exphmng, indifferently^ Bome pcMftiool 6f ibe, 
yftlue possessed by commodities in g^ieral^ mdi' 
as iMdf ttie value pf a sheep^ or one*fburth of>tlfe 
vdhiie «f a c&wv or bhe-sixte6iith of the value of 
a>hori$e.--- c ■ •" "•-' ^ . v/ .' '- ci -* ■'-» "■ 

: The practical m^n, or^ mtber . the idealiiiQ^y 
who deny diat a commodity can be the standard 
of mpney> because it IQ^st always be vatiable? 
in its value^ have failed to 'reflect thatth<^^ 
standatd unit is its^f the > most-fluctuating and 
iMiSteady thing imaginable ; and can nevety^ 
i^f^ gecohds of tiuie^ express the same degreg' 
of i^ex{ifeangealile power. Value- in exchange 
deeS'lJot poissess ^ separate and independent 
e9t3$tefiee ; at is a property befouging to ccnitt* 
nioditkk ^ A standard ynU, therefore^ atf it 'does 
ndt represt^t^ or > expresis^^ the exc^n^eable 
value> of iahy particular con^modUyj must/^f 4l 
express any value at ill^ represent hidiifereiMiyj 
pkrtS' of tile value of conHbodities ki gefi^ai; ^ 
lifif ^ WlUCi oi one/ or a fourd^^ Of th^^ViEililb 
of ^ifl^tiien I^fow wewil(dividebll^c^^^0dil^6s 
into t^¥0 ^ classes^'-^-aigricultural preducei and 
flSaniiiactured goods; alid sUpposli that ^ the 
pound "^terlingt or standard unit^ r^resent^ iii- 
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diieretiUjf atbcr upd^fon^tttof thtf vakie Off « 
qnafto-iyf icorti^ one^ighth^^ thbt ppfiMdsed'by 
a ioow^ m inne-thirtoeiitb of that belonging' ko 
a^hovsejxipeMfauith of tb^li of a codt^ one-eigtitb 
oftfaat of a |able^ or o^e4birteenth of that of a 
bed; ^ In' this casse^ if I wei« to ikke a huildred 
pbuhd sterlingfii^ or isiaiidard units/ to in&rket^ 
they would puroh«s6 for nie agricultural' pro- 
dttob, «bnsistii^ of'tiro'^tiarters of corn, tWo 
cdii«, and two hones, with manufactured gt^bds; 

If 

confiistingoftWo coats, t\iro tables, and twobedsV 
Tiiow, tot agiriii^altural produce acquire twice its! 
lidnnertakie with respect to wrbtight gbbds^ 
and tb^i the staittlard unit, or pound §tei^Hng; 
inust retain i^ former prc^rtibn either to ' Uie 
oiie dass of cbmipodities or to the other. But if 
it retain its ^rmer proportion to manufactured 

« » 

goods, and continue to represent bne^foiirth of 
the value of a coat, one^ighth of that of a 
table, and one-thirteenth of thai of a bed, then 
it' ta^i lose on^hili of its :former proportion to 
i^Gttltural produce, and wHl represent otlly 
otte^ighth of the value of a quarter of corn, 
6tte*9iaLteenth of ttiat' of a cow, kpd soj dn« 
Whife, oft the other hand> if it ret^ its fojogfil^ 
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t^rdporlion to agricultural produce^ and caiw 
tinqe to repres^ent .(M]e<^fourth of the value oon*^ 
taiiied in d 4]^art^r of com^ and so on as before^, 
it must acquire double Its . former proportion. 
Mrith respect to wrought goods ; represent one- 
half of the value contained on a coat^ one*, 
fourth of that of a table, and one-sixth andhalf 
of the value of abed. Jn the former case, if! 
took a hundred pounds, or units to ma^rket^ 
they would procure for me manufactured goods^ 
consisting of two coat0, two tables, and two, 
beds, with a quantity of agricultural. produce,, 
equal to one quarter of corn, oQe cow, and ona 
horse; and in the latter case my hundred units, 
would procure me just twice this quantity of 
commodities, or agricultural produce equal to 
two quarters of corn, two cows, and two horses ; 
with wrought goods ^ual tp four coais^ four 
tabljes, and four beds. 

Thus then, we see; that a currency founded 
on the principle of a standard unit, cannot by. 
pofisibility acquire a fi^^d and uniform value. 
Value is a quality existing only in cotnmp-, 
dities. If the pound sterling or unit, does nDt 
n^resent the value of some one cpminodity. in 
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)mirticutar^ such as a piece of metal of a ceitaiti 
M^eight and fineness^ it must represent parts of 
the values of commodities^ as half the value of 
one ; a third of the value of another, and so on> 
according to the proportional worth of each. 
It is plain that a denomination, standing neither 
for the value of any thing in particular,' nor for 
parts ot the values of things in general^ must be 
perfectly jpowerless in the market and cjannot 
be made the measure of value and medium of 
^itcfaange ; and it is evident that if it represent 
ifidiffarently parts of the values of commodities, 

> 

its power as a medium of exchange must rise or 
fall with every alteration in the relative value 
of commodities. But the relative value of com'* 
modities is liable to great, to sudden, and to in-^ 
cessant change. Those who maintain that the 
precious metals ought not to be regarded as the 
standard of money, because, as commodities^ 
they cannot possess a fixed and uniform value^ 
go either expressly, or by inference, to establish 
a species of standard infinitely more irregular 
than that which they reject.. 

The opponents of the biiUionists did not per*' 
ceive the origin and precise nature of the terror 
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whloh they- detectied and set theoiaelves td re* 
fute. : A& practical men they had ^peritooed 
that & rise ih the price: of bullion was dot n€h 
peeearily accompani^ by a correspcmding &U 
in the value of ! currency, or,- THiidh amoutttft 
to the same thing, by a general and eqtiiveliof 
lise in the prito of olher commodities^ \ They^ 
thbreforQ^ denied the cbfidhttions of the bi^ 
Konials, ^that the baidi note was depreeiatedj 
tadvt^t the measD^e of its degradation 'was td 
he found in the! diflference between the Mini 
IHid'tbe market price of ^gddv S6 far- they 
weref Correct; but the. veiry next step they 
book/ they invol vfed themselves in error; They 
did n6t perceive that the bt^lionists arrived M 
emicldsion^ inconsisteilt with the existing fdcts^ 
not ;in consequence of argtiing ffom unsound 
pi%iciples, but from failh% to attend tor the 
esBceptions and limitations to. which ccfrnsol 
general principles 'are occasionably liable^ 
Kot ^nteht with establtshirig 'facts, they o^ 
themselves to propound theories. : They. cc«ve 
troverted doctrines known arid established ever 
fAnce the time of Locke ^ they denied the t>Hn- 
felple that the istandaiid itf tnoney mnst be found 
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ih Bome commodity posseting an htfrinsic 
value; and th^ involved themselves in all .tbi 
lOystery^ cpnfiision, andi orror^ of abstraot cur^ 
randies aq^ ideal unitsi. 

i Buti if thos^ who have been styled practical 
mcin, w^re less w^cessful than the buUionistfl^ 
in expp^n^ing thft theoiy of money, they werfe 
mqre /ajcdurate in observing faets. Thehist^i^ 
pf ouy: currency, both . ibefyre and after the 
pfis^ing.of tbSQ Restrliction Act^ b^ans tiliem out 
ii> ttieipr^^ prs^cti^cal Conclusion,; that gold rose 
aboye its customapy a^d Uvel value, and that 
|he difference, between the market and. the 
Mint pric^'Qf bullion^r did not measiire the de^ 
giradationt in the vcdue>of the paper axeteaoj^ 
Jf^ the y^ar 1795, we iiicurred, in ck^nseqiaenet 
^f our contrib^utions'to the Contii^ntalstruggH 
^ gceat ifpreign expenditure ;. wt^ile a dcifioient 
liarvest a( home caused ' our imports of ^raifi 
to, exceed oUr exports by 1^900,000 quartemr 
The . <^Hi^eqijL0noeB ^^re, that> as the Bank 
directors deelar0d^> thd market pricfe ^gold 
rpsja to £4. :5s. ^^ £4^ 4«;,the.ounc^;iaBd 

r . - . 
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^^ -Secret' G6iBi&ittee< of the House ofLords, page l^t.-* 



48 

Ihatsilvfer which, in the beginning of the yegfj 
had been to gold as 1 to 14.94, became only 
as 1 to 15.34. At this tiiiie the amount of 
Bank paper in circulation was £.11,000,000. 
From this period to the year 1799, our foreign 
expenditure diminished, and iliore favourable 
harvests reduced out aniiu^l iinportations of 
grain> ^ by hal f a million of quarters. The con- 
sequences were; that the market price of gold 
fell something below the Mint price ; and that 
sil vermin reference to gold, became as 1 to 14.30^ 

• • • * " 

and even as 1 to 14.09; though, while those 
events were in process, the amount of Bathk 
paper in circulation amounted to £. 14,600,066* 
In 1800, our foreign expenditure again be^ 
eame considerable; while the very deficiehl 
harvest of the preceding year, caused our 
imports of grain to exceed our exports by 
S,0$9,608 quarters. Tha marfiet price of gold 
now rose to £4. 5s. per ounce, ahd the amount 
i)f Bank of England paper in circulation was 
£.15,000,000. From 1802 to 1808 o\ir foreign 
expenditure, and our importations of grain 
were considerably reduced, and xonsecpenUy 
!tlje market price of the ,n)et»I$ fell ; though itfe# 
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anipunt of Bapk of England paper in circu- 
laiioiiroae to £.17,000,000. In 1809 and 1810, 
yre incurred the enormous foreign expenditure 
of tb^ Peninsula war: and deficient harvests 

■ % ^ . 

required' great, importations of grain. Tlie 
market price of the ounce of gold rose to 
£iA 1 Is. ; silver, in relation to gold, was only 
9S I to 16.49 ; the amount of Bank paper was 
je.20,000,000. Prom 1810 to the conclusion of 
peace, though the importation of corn dimi- 
niBhed, the foreign expenditure became enor- 
mous. In April 1814, the market price of 
gold was £. 5 5s. the ounce ; and the Bank 
p^per ^.24,280,220: and in July of the same 
year, the once of gold fell to £A 1 1«. ; while, 
the amount of Bank paper in circulation rose 
to£.31,301,5l0. 

. These facts do not indeed bear out the 
practical men in rejecting the rnetals as the 
standard of money, and substituting instead of 
the received theory, their, doctrine of an ab- 
stract currency or ideal unit; but they furnish: 
a complete practical illustration of the prin-. 
ciple which I have endeavoured to establish 
in the preceding pa^es, respecting the in- 

E 
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« jSttenee whieb ttie iluetuation ^c^^tiia^e^ and fti^ 
unfavourable balance of paymente^ 1ms upal> 
the exehangeable valUe of the precious metals. 
Wlienever a large foreign expenditure^ or aki 
unfavourable harvest^ turned ttie balance of 
ibreign payments against Us^ gold nc^ onty 
rose in price^ but^ as the more eligible article 
of export, rose in a higher ratio than silver. 
The effect invariably followed its cau^^ what- 
ever was the amount of paper currency^ which 
tlie wants of commerce called into circulation. 
In April 1814, when the amount of Bank notes 
was £. 84,000,000> gold w^ £.5 5«. the ounce, 
and in July of the same year, it fell to £.4 11^.. 
1^ ounce, though the issues, of the Bank rose, 
to j&.d 1,000,000. Thus experience;^ no less than 
general principles, proves to us, that the metals 
are occasionally exposed to considerable eleva- 
tions above the levM marked by the. cost of 
their production ; and that iheir market may 
rise considerably above their Mint price, though 
no d^eciation, 6r diminution of value, has 
been sustained by the currency. 

These facts are not sufficient to prove, nor is 
it my intention to contend, ^ that since the pkss*- 



ijig ^: tile- fi»i(tic(kih Act tfa^ pft^l* cutr^ncy 

hm Bertf sustainfed any f ea.1 d^pteci^tion^ and 

eunk Joene&th the customai^y alid level Talue of 

tJbe;coiii; \ Tlie dMitrary has pi>obably been the 

caw» Wheh.ive ODdBidei* thkt the transaic- 

tidris iof' tbe Bank^ hdVe ndt been siifficiehlTy 

cwftnM ta the diBcountittg of bills 6f eic- 

ebai^e. {Ktyabfe bgain at a dhoft date^ biit 

that \l hai Iteen tbepractioe CO makt^ adyaiicdsi^ 

befsood thl3 diie proptirtion^ Up6n Government 

Moraities^ we must admit thkt paper may 

Imte been bccieicmally isBued ki excess. But^ 

» • * 

att Ike tyther band^ wheir we r^ect thiit gold 

often rosb the highest/ when the amount of 
pafper was diminishing; &nd that th& Elevation 
invariably took plabe dtiriAg tiine^ of unftl> 
vouiable harvest, or great foreign expenditiire, 
we must be convinced that it is to these causes 
that the &r greater pait of the efiect is to be 
aMtibed: If paper sunk a little below the 
level, the metals rose considerably above it. 
if some evil was incurred by the currency 
sinking, in value5 much evil was avoided by 
\\A being prevented from rising to the extra- 
ordinary elevation in value Which gold attained. 
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It seen» to foWow^lhat the questioii reqiect*'- 
ing the resumption of cash payments resolve* 
itself into that. of a choicse between two 
evils. If the Eestriction Act continws, and 
particularly if the Bank does not sufficiently 
limit its transactions to the discounting of bills 
.pf exchange, but makes advances to Gpovem-^ 
ment either in the form of excessive loans> 
or by $i ^oo exteosive purchase of Exchequer 
bills*,— the currency will occasionally sustain 
some depreciation ; and if cash paymants are 
resumed^ then it will partake in those extras 
ordinary elevations^ which, on the occurrence 
of a foreign loaui or deficient liarvest, the un«- 
^Etvourable balance of payments communic^te$ 
to the coin, into which it may be made con^ 



n < » 



'^ Tbe reason wby a considerable proportion of the 
Dotes in circolatiDn sho9ld alwajs be issq^i) in the dis^ 
count of bilJs of exchange, is, that the falling dueof s^h 
bills throws any occasional redundancy of paper back upoa 
the Bank. Whefi currency is abundant in the marHet* 
private bankers discount for lessthan five per cent. ; and, 
consequently, no bills are offered to the Bank pf Erig* 
land, which never discounts under five per cent. ' No 
new issues, therefore, take place, while the notes already 
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vertible. It becomes the business of the prao 
tical statesman, therefore, to inquire into the 
effects which, in the actual circumstance of 
the country, a fall and a rise in the value of 

ft 

tlife currency, are respectively calculated to 

-» 

produce; and, after a careful examination 

«■ ■ . • • • , . 

and coTttparison, to adopt that alternative 
which shall ajipear to be productive of the. 
Iteast injurious* consequences. i . 

The first; -and certainly the most injurious, 
consequence of a fall in the value of the >ci?- 
cUlating medium, is the deduction which it 
effects in the-real wages. of labour. A fall m 
the value of moiley is the same thing as a rise 
in the price df till the necessaries of life ; and 
experiencef proves to us, that the rate of wages. 

* -. r V ^ --.^ - ■ •■ , ■ » - ■ ^ ■ ■ » ■ I !■■■■■ ., ■ , 'it s 

• * "I • ♦ « 

in cifca?^orn are gta'duiWy returned by the paymeot oP 
the out6taiK]i|ig' bills of &xcheii:ige>> until x^u^rency. becomes 
sp scarce it\'tbe. marki^^ tbat, private bai^lfefs cadnpt cyii- 
tinne to disjcount bejow five per ^ent* ; ^d. the merchant 
is cop[)pelled to resort to the Bank pf Englaqd. In. this 
manner^ when too great a proportion of the issues of the 
Bank are not made on Exchequer ^i^Is^ the currency 
acquires anjelastic power, and e^^pands, or co&tractsy m. 
epilformity ta^he demand. 






is ^Q^iewhat U^rdy in prpportionif^ it§!?Jf ta 
th$ price «f neoe^^nes, Jft almosV#.tX94^ 

the mm wMpU H pftW for tebpiir ^s. ^egijlftte^ 

masters *tid tUe \t^j[»¥iiwep)i aj^4, no^^ith^t^ndi^ 
ing, thefluctjiations iji ^heiVft^vie^ftf Haoii^)^,an(l 
in the price «f oeoee^ftrie?* > it V§,rie^ ^t little 
for coosicbrable. periQd$, The tan^pessi ^tU 
which wages adjust tfe^nas^Jves to J)flth<ftipric?^ 
of «ahsist;ence, is, in lEJnglandj ^qyeftse4 hy , 
the x^wration <>f ,t^^ jPppi: X^Tfs, "yhft^ieward 
of labeQur-b^ a ^pnsWnti t§p4?ncy, tQ,j^ttle 

cjdwn tQ\ thajt qo^^ty pt mhm^m^^ which,, 

feoMii. climate an4 cwstQipv Js #eqgs^ftry# to 
enabl? the labo^irer^ bring up RVicji ;a, fmnjily 
QBwxM keep.;the swpply of l^bPM §ye^ with 
the demand : for, if he receives more than 
this, th^ quantity of labovir will iacrea^^ ^n4 
its value fall ; and if he receive lesa5 its quaa-^ 
tity will diminish, and its value rise. But if 
the parish undertake to support the labourer's 
family, either wholly or in part, the masters' 
will no lopger be qomp?He<l, by the la^w of 
supply and deipand, ib give tlieir workmen a^ 
sum su^cient to purchase this quantity of sub^ 
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si$tence ; and a fell in the value of lidofiey, or 
a ifiBp in the price of provisions^ will be fol- 
Iqwfd^ not by ai| advanee in wages^ but by 
an increa^ie in the poor ractes. While the 
B^triction Act remains in force^ and particih 
li^rly if the Bank continue to make undue ad- 
vances |n favour of Oovernmenl^ the currency 
may Q^c^^iflnally fell below its customary levels 
^d tliereby render wages inadequate to the 

« 

su^pcart ^f the labourer's family^ increase the 
nuipber of paupejfs^ and render the pr^»ure 
upi0n the parishes; more heavy. 

These evils^ however^ could only be of short 
duration^ and would be counteracted by the 
Qther effect^ of au in0rease4 circidation. When 
tb^ valu0 of money falls^ there is notMng to 
prefvent the price of labour from rising in the 
s^mt^ pit^portiQn with thatf of '. other things; 
except the oompkti, es^preissed or impliedy 
Whiph' tegiiiltitesr th^ vate of- wages in the 
S0¥^^ 'U^desw The lawsi againi^ combination' 
havQ prdbably the effect of rendering this com*' 
pact l^^xible- than! it otherwise would be, 
^d of prerenting the money rate of wages 
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from:,c6nforinii^ to the price <>f subsistence, 

, .. • - • • . . - 

so as to keep their real rate at the level marked 
by the proportioR between the supply of labour 
and the demand for it. However, notwith- 
standing these laws, a fall in the value of 
money would gradually force upon masters a^ 
proportional rise in the wages of thei^ work- 
men -^unless, indeed, a din;iinution in the 
demand for labour wer^ to take place. But a- 
fall in the valu^ of money, instead of diminish- 
ing, would, for some time, incrqase the demand* 
for labour. As long as this fall iraised the 
price of gooife, without effecting an equivalent 
risd ill the rale of wages, the profits of stock 
WEHald be increased; and thus the master's 
capita) wcmld accuthulate more rapidly, vi^hlle 
he^would have a^ sU^oBg^p mt^ive ticf employj 
\ipoii prodaiictive* labbup all the ^^tock which 
bis wealth or credit cfnabled him to command. 
' The alterations, too, which a fall- iii the value 
of the currency vvould efiect in the distxibution 
of ^wealth, would all be in .favour of the pro* 
ductive classes, and tend to ehcoiirage industry, 
di)d to increase the demand for labour. During 
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the currency of his lease, the former reserves 
an important beneiSt ; the andount of his rent 
remaining stationary, while the price of his 
produce rises. So far indeed, as the liandlord is 
concerned, it is unjust and injurious that the rent 

* 

should be paid in a currency of diminished 
value. What the farmer gained, ' he would 
lose. But wealth, in the hands of the farmer^ 
is more beneficial to the Country than weaith 
in the hands of the landlord. By the one, 
it is expended productively — as Capital; by 
the other, unproductiyely— as revenue. While, 
therefore, we cannot defend the injustice of 

violating the spirit of the contract between 

■ ■ ' • » » 

landlord and tenant, by causing the stipulated 

• • • • • - , . ^ 

rent to be paid in a- depreciated currency, We 
must admit, that increasing the former's pr^ 

fits, though it be at his landlord's expense; 

• • • • , • 

gives fiim at once the power and the induce- 

. ' ■■.•.. , . - . 

ment to cultivate with more spirit, and to 
afibrd employmeiit to a greater number of 
hands. 

In the other branches of industry a diminu- 
tion in the value of the currency would also be, 
m some respect^ favourable. Until wages rose 
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in proportion to the ii^oepi|app$ 9^ }^ l4^ 
would obUtin as » rate of prqfit^ .somewhat 
higher than before, ^esides^r Bf rising seale of 
pnoe^ has a kind of magical effect upon trade^ 
and inspires that coqfidence and credit, which 
give ail heightened ppwer to all the ^ringsof 
production^ Coiifidenpe^ like jth'$»se prophecjes 
wMch occasion their own fu^lment, creates 
that increased demand which it aiiticipate^^ 
The masters in every trade fabricate thfttqtfan-f 
tity of their respective commodities^ for wh^c^ 
they expei^t a profita^bl^ sale. Increase thi^ 
expectation, itispireB them wifh more confi-* 
dence in obtaining a f^vo^afaJe mfark^t, an^ 
the supply of all sorts of goods will be imme- 
diately augmented; Now, if a single individual 
w^re tQ be seized with an unusual confidencCji 
«i4 under its inflpeiM^e, weiie |o fabricate a 
more than cmsitQn^ry quantity of h|s peculiar, 
aitiole, th^A the o(b^r indivi^nals of the epii);^ 
miqity nc^ having aa enlaiged power of p^^ 
chasing, the supply of this article wot^d b^ 
i»i9irej»s@d beypod ; the 4^mand, ^nd ita pro* 
dut^ei's i^s^pect^tiom of advantage would bj^ 
di«ftppw9|^4» Vprydlflisffenti^h^ result whc^ 
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theincrbaie of cotifideboe becomes g^n^ratv 
In thja case there is a ^Ater quantity of 
commoditiea produced in all the brancli^s of 
industry^ and each daas^ having more goods 
to' dispose, of, will enlai^ the market for (b« 
otH^rs. For example ; if, in ooDsequence of 
a growing and universal cdnfidtalnce, commo? 
dities in general w^re increased by a fourth,* 
then the sho^-maker would have more shotia 
to dt^)ose of; but as the hatter and theolotbieto 
would have more hats and olothesi to excbaqgei 
against :th«n, the demand fi^r shoes would in. 
creasie, in an equal proportion with the supply. 
The other industrious classes having a greater 
quantity of their respective commodities to 
ei:change against hats, and clothes, these arti*' 
d^ would* alisa meet an enlarged demaodf 
proportioned to their augmefited supply^ aait 
wdoM cpi^sequentiy retaaai. the .saine value, aft 
befom. It is easy to see, th^t if the general 
coiifideiioe had ocoasioned ap improvement m 
the quality, instead of an increase in the quan-. 
tity of c(>mniodities> the ; effect would be the 
Sab)6. In this manner, confidence, .when ge^. 
neral, cdways creates thai: enlaig^ineiit of the 
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market which it atiticipated ; and hence a 
rising scdle of prices imparl a brisker flow to 
industry, through all its varied channels. 

With' respect to those engaged in commerce, 
a depreciation in the currenby is 'beneficial to 
the debtor, and injurious to the creditor. BUt 
as every considerable trader must have bills to 
p^y, as 'well as to receive, and is, at one aitd 
the same time, botb a debtor anda creditor, 
the injury and the benefit will in some ik^gree 
balance each other. Even he who is exclu- 
sively a creditor will receive some compen- 
sation for his loss. The brisker .flow of trade 
will render the backward more pnnnpt m 
their payments, and enable some . to make 
good their engagements, tf ho could not other- 
wise have paid at all ; and will thus 4nsur(& 
kim a quicker return, and diminiBh the number 
of his^bad debts. The greater facility iti ob-- 
taining dtsbouhts, which an increased issue of 
currency bestows, is also to be taHeQ into the 
account. To the rash and gambling trader 
tliis may be an injury ; encburagii]^ him to 
engage in speculations ultimately ruinous to 
himself, and prejudicial to the country* But 
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UiU objection pvoves too mudu It might Jbk« 
urged with equal force: against every species 
9f commeix^ial credit* An advantage is not 
to be. difflTi^arded^ because imprudent pec^le 
inay use it to their own destruction. A fiftw 
may piake over'^nguiae. calculations^ ^n4 
undertake losing speculations, but the greajE 
majority of those who engage in mercantile 
purmiits will profit by .ev(?ry facility pf dwt 
count and increase of predit, which enables 
theip^Q extend their transactions. 

A dtwinution ii\ the value of the? currpngy 
yiTPnld have the . effect of lowering the s^lariisf 
of all the servants of the state, whether civU 
f>X: military. Now Che labour of th^se persf)ns> 
hftwever useftil and important^ effects no direct 
addition to the wealth of the commufiily. The 
jsalariei^ advanced to them are not ^xpendecl 
prpductively, as capital ; and. if their sery;ices 
are as efficiently perfor-ihed, when they are 
paid in a depreciated currency, as when paid 
in one of undiminished value, the difference b 
a clear gain to the public. With respect t© 
all othei? annuitants^ to the mortg^igee, and to 
ihe fund-^holder, their case would be nearly the 
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Mme a^ that of i^^ laisfli^wnen The df tnmti^ 
tion eflfeicted in their resd itiodme would be 
tnanifisstly unjust^ but it would in no wdy 
t»tet»uct production>,nor retai'd the prosperity i>f 
the country. It W6uld have rather a contrary 
effect: What w^ taken from the anltoitant 
Wduldfoe turned into Uie c^annekof pfofit^tid 
wages^ and would thus give a new stinii^ tn 
in^stl^y^ and ameliorate the <cbndill£m'of|he 
grelit mass W the pOpuialion« * 

But in the present i&tate of this cotmii^y/th^ 
InbBt benefidal effects resulting ftom a lower- 
ing of the value of ihe ciix^ulating n^editltn; 
would be tlfe diminution of the public de(^t; 
and the reduction of the taxes« J^kieMiye 
taxation banished manufactures ^nd cOttunerfi^ 
from the r(^publie <df Holland^ and weaK iiot 
to expect that in England a similar cause will 

be folbwed by a dSssinnkr effect. If, in the 
sciencse of political economy, there h aay one 

propositioii more capable of de0H>nB|riltiim 

than another^ it is> that exoeteive taxation drki 

up the spring of prodtK^tioa. When t^ei; 

raise the necessaries of life/ and cause the br 

bourer to pay a hi^ier price for ^ stibinsCeniie 
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tt^fein beftH^^ then^ i|f life Tf^ige^ do nol rtsei they 
will b$ insuffieient for his support ; and hb 
.fiiii&il^ nimt gb upon the pariali ot starve* But 
ijr> ia ordet to pliace- the labdu^er in the aaoie 
independeiit circunfttatt<^s as before^ wages 
at?e raised in ah eqiial ratio to ihe ihcrc^ted 
price '<df necessaries^ then the. ca[»talist.nui»t 
eM^r raise ti^e price of his goods in pro|lolrtioii 
tx^ the hi^er wages which he pays, or receive 
' a lower rate of profit upon his trade. Suppose 
tllat he raises the prices of his goods, and then 
he will be under- sold in the foreign market; 
the cpi^merce of the country will be destroyed; 
and all those to whom it aiOR^rded employment^ 
will be thrown out of^ WOrk. On the other 
h&tid, supposing, what is more probable, that 
the capitalist cannot increase the price of hk 
goods in prop<»rtion to the higher Wages which 
he pays, and then thte diminished profits of his 
trade will tempt him to transfer his capital to 
countries where it will fe^ch-a higher re-' 
t^nrh, th^ funds for the maintenance of in* 
duBtry wilr be diminished/ and our people 
diSprived of the means of earning an indepen-^ 
dent livelihood. Thus wae see, that heavy 
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t^tttioD^ hy . rendering wagesi , inadef][)|9^te^ b^f. 
^ raising thpprices of goods in. the. foreign {inar* 
ket^ or.b.y driving (^pitiil abroad^ is the great. 
par^[it of pauperism* In the deficiency of 
employ ment^ in the amount of the poor rates^ . 
and in this millions of . capital s^nt out of the 
ccmntryas foreign laws^we.may discoyer the 
awfiil truths that exorbitant taxation i/s, brii^'-, 
ing us to the limits of pur resources^ ^^d . to 
the y^ge of d^pline. A lowering of the value 
of the currency would enable us^ in a cert^n 
^egxt»9 to slip firom beneath a burthen wh^ch 
l?owB the. people to tl^ eart|i^ and which has. 
become too bojavy for our strength to be^. 
\ Having thus traced the effects of a diminu* 
tion, J will now endeavour to point out the 
consequexices of an increase in tl^e value of the 
circulating. modi um. . 

Ab a depreqiation of the cuirrc^cy wpidd^ in 
llie first instance, occasion a fall in the « real 
wi^ges of labour; so a rise in the value of t^ 
medium in whicli he is paid, would give the 
labourer . a grei^ter command over the neqes* 
saries .of life thajn before, and thus reduce the 
number of p^up^rs, and lower the amoiant^f 
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the poor rates. Unfortundtely these b^^ 
jdal eiGfe«ts could not be permanent ^ Mastors^ 
can lower wages much more rapidly than 
workmen can raise them. In proportion aB 
thdr numbers - are small^j a combinatioii 
among them becomes more easy; while^ as 
they can always subsist for a considerable 
time upon their capital thdr competition to 
obtain workmen can never be so actiye:a&4 
uigent ad that of tiie workmen^ whfNse labour 
is their daily breads to obtain employmfent* 
Besides, d rise in wages always diminii^es, by 
a two-fold operation^ the demand for labour. 
It lowers the profits of stock/ and thereby 
checks the accumulation of capital^ and 
takes from the inducement to engage in 
productive industry ; while, at the same time^ 
it pirevents any given quantity or amount of 
capitar, from putting so great a number of 
bands in motion as before. If the labouvel! 
receives two shilUngs a-day as wages, and if 
be dally works up material to the amoimt of 
two diilliugs more/ then a capital of two 

* 

tiiGosaiiid diiltiogs will put in idoticio five hiuiir: 
dfed days' l^btiur; but if wages rise to tlireet 
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tw» thousand cihiUlfigs'WcAlikl nbt giv« iktfploi^ 

mmt to inoi*e thciti feiif Ifaitdf^ da^' labtitiP, 

in reqmt\t\g fivi^ shillifig^ ilHt^aid >of fet»r^h!t- 
tlngi^ to fuftiisili the kiboufi^ \t^th wages '«iid 
imat^Al for «ach day. Thi]6 the iidmbinatioft 
iof iiftleteM, tte (6oinpetition of workmen, the 
Wsd rapid kccuDMlIatioA of capita), and its di- 
M^iMied poWelr of putdnig Shddstry in motioti, 
^H^ottUl irresistibly tend, not only to' hdag the 
real wages of labour down to. th^r -formelr 
level, "biit td depfesfis tbMi 'somewhat lowei* 
dian they would have beefivWd the rise in tYtt 
Hisitt^ticy never tislteii place. 

We 'h&ve seen that a Ml in the value of nfo 
On-culatittg medium alters the disltibutitm <^ 

weifi^h infav<>ur of the prodtiotive classes. A 
fiaein fis vdlue has a con^tiry effect, emriddi^ 
Ihe'it^tisis whoise revenues aiie expended ti)ipi«P 
fti!ied*(«l jr, at the losis i»f those by the ageney tff 
#tiese labour and capital the wealth of Urn 
ibi^mamtyis cicated. A greater pof^ «tf 
Ihe 'farmer's prddilce Would be tet{Uil>ed to {Mfy 
hfe fent, and a less ]iartien W«>td^ Remain to ^ 
ll»^1nvested in caltivatiion atid 4mprbl<eniefiti 
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Tbtt MikHes 9i piAik fiihdjniarip, Che wani 

. • • • 

of afi the dlvil and milltify nr»^ 
tho^h nominrily the same, would in reality \m 
increased. The mortgageei the annuitanti 
and tile fond^hdider, cdl tbose^ who, witliout 
actively engaging in thf woAl of produc(^^ 
live upon the interest, of mpney, woidd haira 
Iheirffe venues increased at (^e expense of the 
funds w^ieh pay the promts 4^ stock, «nd^ha 
wages qf kbour. 

In all the transactions of trade, the creditor 
would be benefited at the cost of the4ebtor« 
The dintiQulion in Che amoiupik of the circular 
Mnginedkiin, woold compel the monied capi* 
talist, and bapker, to restrict their d^scoimts, 
and thm deprive the merchuit of the acciis* 
temed aceommedation on wKtoh he calcala^ed* 
Oedit would encounier a i^lock, and as an 
increase' of coniSd^ice creates ikie extension o^ 

■ - • ~^c **■'* ■ ^ 

demand, wtiich it anticipates ; so a diminutioa 
of roenfidence occasions tiiat aarrowing of the 
fiiaricet which it fears. Qne individual undfr 
tlie appneAiQision that he will foe f ble to sell 
less, employs fewer wortenen it| preparifl^ 
gocds, tbafB 'biefere ; but the diminisl^ ^<^ 
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•nd oohftiderable mevations to wMch the mve^ 
reign i» eicposecL We have lately invested 
•omiderable portions of capital in tdretga 
kmns^ and the deficiency of the last harvest hat 
Miised tis to import foreign com> to the amount 
cf ten minions sterling. The effect produced 
by these causes^ has been in exact conformity 
to that^ in^hich |^neral principles would have 
led us to anticipate* Gold gradually rose, and 
Ob the 8tb pf January last^ was £-i ^ pev 
Omoe, or nearly eight per cent^ above its Mint 
prica If therefore the Bank had been paying 
in gold, it would have been compelled to con* 
liact its issues^ and the run japon its ooflfers 
would not have ceasedi until the market and 
the Mint price of the metak were restored to 
yar^ that is^ until the supply of currency became 
flo reduced, that its value rbse by eight peir 
cent 

. iNow let those who express^ so much solici«» 
tnde for a return to casb^ paynfients^ carel^lly 
tonsider, wbat^ in the aOtual oircumsiances of 
this itduntry^ would have been the oonse^ 
ifaanow^ of having the annbiuit of the drcm^ 
hiding medium dimiiiiiiiedi untfl any givesi 
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which eo^^l^kd him to add pne-twelftb to th^ 
r§o^ due ta hU landlprd? ^v^ trade^ ai]|4 
l5flmp(»er(J?ji afld credit, ia ?p flourishing 4^ sUte 
^ ^ feel i^ $|iockj 0>oma dia»nuihe4 9ircui% 
Ijp^ apd con^rAcU^d disQouuU? and do thf 
tfM^ f«U 8Q lightly 9^ the pepp^ that m It4r' 

» , 

4^i]9nof eight per cent;, ^pon their real ampunt, 
YTO^Id hf^ve hfep uqatt^4ed with calamity 9^4 
hazard? '^f heee qu^m^s, unfoituofit^y, pfli 
)^ j^^wered i9»ly in tfje q^atiyc. Thp $t^t9 
ojT t)ie couqtry r^s^pibles tha( of ^ mflr^ t^ 
whoQ^ h^hit ha9 rendered into^ipatiqg HqMor^ 
» ^efi^^fif^ry ajjnient ; ao4 a sadden ivi^^4r*wr 
j^ pf tbo customary ^tiinul^s, xo^y hriqg ic^ 
fafldyais aq4 4patb. 

^er having ^lestQwed \|ppp |.hi^ iffpporl^j)^ 
f^j^ th^ inUest consideration of which | 
.am ii^pable^ I feel convinced Ihat if) the yery 
4rtiQpi^ piUiation, ^n which the couj^tfy j^ 
plaqjsd, 4 ccwtinvfance of the BapH ji^lnptip^ 
D^(9Ugjip j^GQoiiopani^ hy a pennaneiit, f^p4 py^Ti 
QfllQ^^ei^l^ 4fgradatjpft of the pjirrepkcy be|p>f 

ibp l«^ei f9Mk«4 hy the pq^jt of ^rq^\n^ go}^ 
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woidd be a less evil l^n ia Tetiim to castv pay^ 
meDts> communioatii^ to the circulating mi^ 
diuiDj as it inevitably niBsty those extraordinary 
elevations in value^ to which the prediods me^ 
tals are exposed^ whenever the balance of fb^ 
reign payments becomes imfiivourable. Bat 
the restrictions may be continued^ veithout 
being accompanied by a permanent or consi- 
derable degradation of the bank note below the 
customary and level value of the sovereign. 
When a difierence takes place^ between the 
value of the note^ and that of the coin> which 
it purports to represent^ there is not^ it is true;^ 
any fixed and absolute scale^ by which we can 
render it palpable to the senses, whether and in 
what degree, this difference may have been 
occasioned, by gold having risen above the cud^ 
tomary level, or by paper having fallen below 
it. There will always, however, be concurring 
circumstances, and unequivocal symptoms; 
from which the fact may be deduced with su^ 
ficient precision for all practical purposes. If 
our monied capitalists are negociatin^ a foreign 
loan, of considerable amount, or if an unpro- 
ductive harvest at home have caused an unu^^ 



Itet the ilMBf wiw : lwttri>Bo <he Min and tlii 
fMiisr; hta htetk aManoned by'the el9vati<m ol 
the former: and if at Hie same tiraey gold riset 
hiigher than silver; oommodities easily Uaw^ 
ported aficead in a greatar ratio^ than thole 
less portable; the. real, as wdl as tile oompuMi 
eychapgef turns agaliial as ; anid the astemnt of 
paper in cirouhtion^is not increased ;~then this 
presumption becomes certainty, and we have 
a combination of circumstantial {nroof amount* 
ing to demimstration, thiit the metals are above 
the level, marked by the eiKpense o^ theif pror 
duclion. On the other hand, if the customary 
rdations of commerce are not disturbed either 
by foreign loans, or by unusual impcwtations of 
foreign com ; if gold is not higher in profior* 
tion than silver ; if the advance in the price &i 
commf:»dities^is general and uniform, and npl 
graddsled aooording. as each acHde may be 
flKwe or less . eligible, as the basis of extraordi^ 
nary'eai[mrt ;-^if the real eKchange itat par,and 
only the computed exchange against us; and if 
the amount of paper in ciroi^datioQ has m^ 
creased $^-4lisa it will beocmiea matter of per- 
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imt^cHitaiotyi UNtti wfaitevtf iMftpiiiii|i oaiw^t 
tetweOQ tiw vdie of tlM- pwnd ntte^uid; Hm 
iover^o, has b^n ocoanoned fa^ -^ p^HP^ 
etnrfeoey: htmng tmik ■ beneath the oistomwy 
}4Mr#) of 'tiie 001^4 it m impossiibley tbenfijftt) 
tiHtil the iQtottigetit and oQEpenenoed porscms iq 
tlM' Sank 4lreetioii g^boiild - be i(t any lqs» in 
asotvtaiiiki^ wbttber a y§h nmik^t pinoe^ 
goldaiidimted a r^ In thQ yaliia of the jnetfilSf 

€fi a /fall'in'the' Y^lw -^ the curren(^. Under 
the former s^t of xircamstanceiB^ Uiey would 
fed that their ^isoountft luid not been too lit^r 
ia]> under tiie laHer they woiild < per(;eii^ the 
VXfBdAmoy of narrowing their iseues^ and hence 
every- dev]atik>n of the cwv&ocyftom the cm^ 
ternary and lev^ value of th^ csin > niiglit be 

'But }f we; are to have nothtog but .pm» 
Iheory ;- if we mutt iadppt gfnend prindqfiies 
witboiA ngaid to the particular dycnaigtanoqaj 
which limit ti^ir application ; midif iiie deene^d 
0ii^.thQ'taxe9 of fbie over^-fatirtbennd eountfy 
ehafi be paid in a;inetidHo j^$n^fef.; diep it. 
becomes neoeemry 'that we.fhpuld prtviouriy 
lie^/lseiHld adopts eone mmu 4^ i^iF(H)cliiiff aa 
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tmidi w pdMbte^ the dR»tS c^f ^ 

elevations ttb6ve tfieir len^l value^ to whieh At 

metah are eKpo0ed« 

-As a preparatory step to > the tmrnf^km oi 
casdi payments^ it seems highly expedfimt that 
we should corifonh to the practice oi ^itbop 

cDmmercial countries, atid render silver dnoe 

« 

more the standard of our money. Tiw melal^ 
at we have already shewn, both from general 
principles, and firoih recorded fiiets, is mach 
less liable to vary in its value than gold* . It it 
true, indeed, that for twenty years previous to 
the suspensicm of cash paym^its, the marked 
price of silver varied much more , than, itfie 
market price of gold^ But the price of the 
metals is very different from their vaioe. The 
barrenness, or the fertility of the mines may- aft 
any time ^ occasion aii excessive elevation^ Of 
depression in their value, while tiieir price id 
liable only.to those very moderate ftuqtuatiotti 
which, as we have se^i in tiie precedUi^ P^^S^ 
arise from the domestic coin bemg leaieligi Wi , 
asafdreigti remittanoe, tfMn buUioa. Aylimi^ 
niition in the supply of gold may, at any Ihm^ 
nise its vakie a ^tvmdred^r cent vl^ 
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in>bcpie»ed M gold* com; caanot foe. raised 
dbbVe fom* or ftre' per ceiit. Hoice, while 
gold was the standard to which our cattmcj 
^rad fdbrred ac^ - cotiformed^ the price of this 
taetal 2|]%fat appfear nearly stationary, while its 
Tfilae was siibject tc> great and frequent fluo 
Imlion. ' Th£9i was the case for many years 
fxitvwm to the suspension of cash payments. 
Grold^ havkig sunk below its relative value to 
silver^ became the cheapest medium for paying 
any given sum ; and was therefore preferred 
as the standard of value and currency; The' 
jpMmd sterling became a denomination stand- 
ngfiHT a given quantity of gold, and the price 
#f gioid^ bdng expressed in gold, was nearly 
stationary, while the price of silver as neces- 
mil^ variM with the varying value of the 
goU coitt^ in which it was also expresssed. 
The caae was reversed, when the suspension 
of cash payments caused the price of the metals 
li^ be no looger expressed in gold. Both gold 
aadttlvw were npw measured by the bank 
note ; and, as gaieral principles would have 
ki «B previoudy to conclude, the price of gold 
Hoc^ated fre^ntly and ccm^iderabty^ while 
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tbe pri^: of pkwt, though ^ iai49^ MP 

both general priiK9pI§8 and eaqperieaoe ofe^ 
to demonstrate^ Uiat the value of diver k moi» 
uniform ths^n that of gold ; and that tlieralaiQi 
whenever c»B\k payncients areresmxied^ silvif 
should be rende;*ed the oi)}y stfln^^uti of oyjp 
currency. 

No person who willlnvestij^te pnocipleSs 
or who will examitie &ults> can hesits^ to 
admits that for all domeatic pogKiaes^ aU«er it 
a b^ter standard for cuir^ipy !;haa gcdd* With 
reference to foreign eKchf^^ges, it wiU alsp be 
found to be a far preferable stiindapd. mm 
is the stafid^fd adopted by all. the commopcii^ 
nations except Eogland ; and in consequeQce 
of our deviating in this respect from Ul^ g^esil 
custom^ eonsiderablbe confusion andunoc^iiwaty 
qpolvs in calculating the par of our forelgA 
ex£hai^;w* As twenty-four livi»8 fiacm the 
French Mint ^oQntaiii the same qwiatiiy •f 
silver as twenty shillings fi(X>m the Ungiyi 
Mint» twentyrfour is, with j^eiof» to inir iit 
ver coinage, the par of essij^Of)^ witib KnijMift 
But if gold is to be the standard of our cur-^ 
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feney/ietA tlie poOad aHOAng i» iidt (b tie 
equWaleiit to'tW^tiCy ^iMUhigt I* nlver, tNir <to 
ile KTpftrts of a guinea, tjhfeii liie par 4t fJK- 
d^ftnge must parta^ in all tUe flneAoiitknis to 
ifdiich ttie vdue <>f -gfM. ki Ikilble. Twenty- 
fear fWres in Frttnee/ will p<ir€^a8e a bill for 
a |iouD^ steiiing in Ei^abd, when the poimd 
sterling is equivalent to the same quantity of 
sSver wliSch Is contained in the twenty-^eur 
fibres. But If the quantity v4^ gdld expreisefl 
by Ute pound.steri^ rose in value, so as to 
be idqinvaleiit 4e ^ qimntity of »lvar oob» 
iMBed^^ in thirty Hvres^ Aien it wovild foqiabe 
ttiiirty livres 1& Prance to p«irelia8e a bitt 
iipoii En^anclf for a pound ebsi^ttig; and the 
par df exchange b^t^peen the hwo oamillaAm 
mmM beoome thirty imitead of tWftnty-^Mir^ 
^enioe, if' gbid ib made the ^tandu^ in fiSng-^ 
kitfd, while-silver <K^inueB to be Ae itaniMd 
imotlMr coMtried, the par of exchange witii 
llM)ip 4MtitftrieB oanaot, fer aay length ef time^ 
hm ' «Merti#ed5 4iut' miifet ^ctnaie ^Hk awmf 
AeMNidti >wld«li talKeb place in Ute ielMl»a 
Mine of ^M avA^fiUver. 
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"miSSmiifl^ kk^ ^Mtae ^f ^ doUiMtic cur- 
't^ey, tNr%9 Atietui^^ m-tlifr^rof oUr^eigii 
lexchiifiq^, ft & heoes^siy llM wb islioiii 
adopt silver for our standard. 

To conclude; Under the actual drcumstanqes 
of this country ; and while the presaat ^Rnount oi 
taxes must be levied^^^bject «f th« praettcal 
statesmsui should be, tftprevent any sudden or 
(^nsiderable rise in the vdue of the circulating 
medium. Even if «o other i^jans coidl be 
Revised for preventing the currency from being 
p«a«nedfly dqrrad-l below the customary 
level pf the metals, ^s would not be the time 
for the resti^tion of cash payments. To the 
person who has lived on artificial stimulants, a 
sudd^i. return to a natural and simple regimen 
might IxStamediatedeath. loV country wheh, 
tfacriliinttlaets between man and man had been^ 
entered into under the high prices of aredun* 
dant currency, the immediate withdrawing o£ 
the <;ustomary accommodation mi|^ induce: 
universal eAagnation, and paby all the nerves ol 
industry. Whether vdth^reBjpeok to physioMi^ 
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fif to pSUtical he^h, a too sudden ti«&MUon, 
ftvsQ ftom a M to a g^ systepj, n atlptk^ed 
;WiUijpc4iikfaid dan^r. Wbeadeviatpionsdwa 
the ettabli^ed course of thiqgs become iiecea^ 
sary — 

" Slow shouldt the change arrive, aad stage by 

Slow as the shadow o*er the dial moTes, . 

' •« .... . 

Sbw^itt the stealing pmigress of the jear/' 
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LETTER 



TO THE 



RIGHT HONOURABLE 



LORD VISCOUNT MELBOURNE 



My Lord, 

In the approaching session of Parliament, 
our banking system, and its influence upon 
commercial credit, will demand the early 
attention of the Legislature. Without occu- 
pying your Lordship's time with any prelimi- 
nary observations, I request permission to 
offer the following considerations upon these 
very important subjects. 

In order to obtain an accurate knowledge 
of the causes which have produced the recent 
disturbance in the money market, it is 
necessary that we should have a distinct 
perception of the several component parts of 
which our money actually consists. Now, it 
will be found, that in consequence of the 
system of banking which prevails in this 
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country, our money is composed of two distinct 
and different elements, namely, of circulating 
money, and of credit money ; the circulating 
money consisting of the coin and bank notes 
actually in circulation ; the credit money 
consisting of the deposits placed in the hands 
of bankers, and of the cash credits granted by 
them. 

The manner in which that portion of the 
medium of exchange, which consists of coin 
and of bank notes, acts upon prices, and, 
through prices, upon the foreign exchanges, 
is sufficiently apparent, and needs no ex- 
planation. But neither the members of the 
Government, jior the directors of the Bank 
of Engkhd, appear to be aware of the 
extensive influence which is exerted upon 
prices, and, through prices, upon the foreign 
exchanges, by that portion of the medium of 
exchange which consists of deposits and cash 
credits. This terra incognita of our monetary 
system it therefore becomes necessary to 
explore. 

« 

Bank Deposits perform the functions qf Money. 

• * 

When a merchant opens an account with a 
solvent bank, by depositing cash to the amount 
of 1000/., he has exactly the same command 



of money, exactly the same power of making 
payments, and of making purchases, which 
he would have possessed had he kept cash to 
the amount of 1000/. in his own desk. It is 
evident, therefore, that the 1000/. thus 
deposited are not withdrawn from circulation, 
and do not cease to form a part of the 
medium of exchange by being transferred 
from the desk of the merchant to the coffer 
of the bank. To a merchant who has, in a 
solvent bank, a deposit against which he can 
draw his checks, that deposit is money. But 
the case of an individual merchant having a 
deposit with a bank, is the case of all other 
persons who keep their cash with bankers. 
It is evident, therefore, that all the deposits in 
all the solv^it banks throughout the country 
perform the functions of money, form a 
part of the medium of exchange, and act 
upon prices, and upon the foreign exchanges, 
exactly in the same way, and to the same 
extent, in wiiich the same amount in coin 
and bank notes would act upon prices and 
upon the foreign exchanges. 

As deposits made with banks perform all 
the iunctions of money, it is necessary to 
consider in what way, and to what extent, the 
practice, now jbecome so genersil, of keeping 
cash with bankers, incre^ises the power of 
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the medium of exchange. This is a question 
which the directors of the Bank of England 
appear never to have attended to. Never- 
theless, it is one of the greatest importance ; 
and I therefore solicit your Lordship's indul- 
gence, while I endeavour to arrive at a correct 
solution of it. 

When merchants and others transfer coin 
and hank notes firom their own desks to the 
hands of their bankers, the operation would 
not have the effect of contracting the cur- 
rency, even though the bankers should keep 
the whole of the coin and notes transferred 
to their custody, locked up in their coffers 
until drawn out by the depositors. The 
following illustration will make this apparent 

LfCt us assume that the merchants and 
dealers within the metropolitan district, re- 
quire, for the conducting of their business, cir- 
culating money to the amount of 10,000,000/., 
and that they actually hold this amount in 
coin and Bank of England paper. This 
being the previous state of things, let us 
assume again, that these merchants and 
dealers open accounts with the London 
bankers, and place with them, as deposits, 
the 10,000,000/., in coin and notes, which 
they before kept in their own desks. Now 
this change in the manner of keeping the 
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cash required to meet the current demands 
of the market, would not leave the merchant 
and dealer with a less command of money, 
with a less power of making payments and 
of making purchases, than they before pos* 
sessed. By drawing checks upon their 
bankers to the amount of 10,000,000/., they 
can come into the market just as ejSectuaOy 
as they could before have done by bringing 
out coin and notes to that amount from 
their own cash boxes. If the whole of the 
10,000,000/. in coin and notes, deposited with 
the bankers, were locked up in their coffers 
until drawn out in payment of the checks of 
the depositors, this locking up of coin and 
notes would have no conceivable effect in 
depriving the depositors of the power of 
drawing checks, and of making payments or 
purchases to the amount of the 10,000,000/. 
It is evident, therefore, that transferring coin 
and bank paper from the desks of merchants 
and others, and placing them for safe custody 
as bank deposits, could have no effect what- 
ever, either in contracting or in expanding 
the currency, even if the whole of the coin 
and bank paper so transferred were locked 
up in the coffers of the hanky until withdrawn 
in payment of the checks of the depositors. 
But the whole of the coin and notes deposited 
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with the banks would not be locked up 
until required in payment of the cheeks 
drawn by the depositors. Bankers make 
their profit by lending, upon available se* 
curities, the greater part of the sums deposited 
with them by their customers. When our 
merchants and dealers deposited 10,000,000^ 
with the banks, the bankers would retain a 
part of the sum — say 2,000,000/. as a reserve, 
or rest, for the purpose of making occasional 
payments over their counters, and would 
employ the other 8,000,000/. in the purchase 
of stock, or of exchequer bills, or in the 
discount of bills of exchange. Now, it is 
self-evident that this would occasion an 
extension of the general medium of exchange. 
The merchants and others, who had deposits 
with the bankers to the amount of 10,000,000/., 
would be just as able as they were before to 
come into the market, and make pajrments 
and purchases to the amount of 10,000,000/. ; 
while the persons who sold the stock, and 
the exchequer bills, or who obtained thq 
discounts, would be able to come into the 
market, and effect payments, and make pur- 
chases, to the amount of 8,000,000/. Thus, 
in this case, which has been taken for 
illustration, the operation of the private 
banks in receiving deposits, and in investing 
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theni in available securities, would have the 
effect of increasing the circulating medium by. 
8,000,000/. 

By the foregoing illustrations, two im- 
portant principles have, as I believe, been 
established, lit — That deposits with sol- 
vent banks form a . component part of the 
general medium of exehange, and perform the 
functions of money just as efifectually as the 
coin and bank notes actually in circulation. 
2nd. — That the practice of merchants and 
oth^s, in keeping their cash with bankers, 
and the practice of bankers in employing the 
cash thus placed in their hands, have the 
effect of increasing the general medium of 
exdiange, by the amount of that portion of 
the cash of their customers, which bankers 
may find it prudent to employ. These prin- 
ciples being established, it will be necessary, in 
order to obtain a distinct and complete view of 
the effect produced upon the currency, by 
the system of banking which prevails in this 
country, to consider the circumstances which 
determine the proportion between the amount 
of deposits standing in the books of bankers, 
and the amount of the coin and bank notes 
which they employ in meeting occasional 
demands. 

In periods of confidence and high com- 
mercial credit, a small amount in coin and 



12 



bank notes, may serve as the basis of a large 
amount of bank deposits. It follows, that in 
such periods, the circulating medium may 
expand, without any increase in the amount, 
either of coin or of bank notes; and that, 
while the amount of coin and notes remains 
undiminished, the circulating medium may 
suffer contraxjtion. The expansion and con- 
traction of the currency, resulting from an 
increase or diminution of bank deposits, is a 
subject of the greatest practical importance ; 
and as it is a subject which appears to have 
been overlooked by every writer upon the 
science of money, with the single exception 
of Mr, Pennington, I am under the necessity 
of again soliciting your Lordship's attention, 
while I endeavour to explain it. 

A given amount of circulating Cash becomes 
the basis of a much greater am^mnt of 
Bank Deposits. 

In order to place the effect of bank de- 
posits in enlarging the medium of exchange, 
in a clear apd distinct point of view, 
let us assume that there are no bank 
notes employed in the district of the me- 
tropolis, and that, in this district, the coin 
retained in circulation amounts to 1 5,000,000/., 
of which, 5,000,000/. are in the hands of 
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persons who do not employ bankers, and 
10,000,000/. belong to merchants and others, 
who do em{doy bankers. In this case, if the 
bankers kept the whole of their deposits of 
10,000,000/. locked up in their coffers, the 
currency of the metropolis would still amount 
to 15, 000 , 000/ . ; and would consist of 
5,000,000/. of coin, circulating amongst those 
who did not keep their cash with bankers, 
and of 10,000,000/. of deposits, belonging to 
merchants and others, who did employ 
bankers. But it is quite certain, that the 
bankers would not keep the whole of the 
10,000,000/. deposited with them, locked up 
in their coffers. They would re-issue the 
greater part of the sum, say 8,000,000/., in 
the discount of mercantile bills, or in the 
purchase of government securities ; and 
therefore the money of the metropolis, in- 
stead o£ being, as before, 15,000,000/., would 
be 25,000,000/- viz. 

£. 

Coax in the bands of persons not keeping 

cash with bankers 5,000,000 

Deposits placed to the credits of persons 
employing bankers 10,000,000 

Coin issued by the banks upon securities 8,000,000 

Coin resting in the banks 2,000,000 

- 

je.2S,000,000 
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Under the circumstances which have been 
assumed for the sake of illustration, the 
persons not employing bankers, and requiring, 
for their purchases and payments^ money to 
the amount of 5,000,000/.^ are already in 
possession of that sum; and this b^mg .the 
case, the 8,000,000/. which the bankers took 
from their deposits, and issued upon securities, 
would be immediately returned upon them, 
in the form of new deposits. Taken col- 
lectively, the liabilities and assets of the 
banks would now stand thus : — 

Securities, 
8,000,000 

The 10,000,000/. whiqh the banks would 
now again possess, would be fouQd more than 
sufficient to meet the occasional demands of 
the customers, who owned the 18,000,000/. 
of deposits ; the bankers would feel thsCm- 
selves fully justified in employing a consi- 
derable portion, say 6,000,000/. out of 
10,000,000/. upon securities, and in retaining 
a rest of only 4,000,000/. to meet occasional 
demands. 

Now, as the persons who do not keep cash 
with bankers, already have the 5,000,000/. 
of currency, which is sufficient for their 





Depoaita. 


Coin. 




£. 


£. 


LiabiliUes ... 


18,000,000 




Assets 




10,000,000 



Liabilities 
Assets .... 



Secfiritifs. 
£. 
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transactions, the whole of this second re-issue 
of coin by the banks would be again returned 
to them in the form of new deposits. There- 
fore, the aggregate account of the liabilities 
and assets of the bankers would now be as 
follows : — 

Deposits. I Coin* 
£. £. 

24,000,000 

10,000,000 1 14,000,000 

The bankers would still find that a re- 
serve or rest of 10,000,000/. in coin would 
be more than suffidient to meet the occasional 
demands of the customers who had credit on 
their books for the 24,000,000/. of deposits. 
A part of this coin would be again advanced 
upon securities, and would be again returned 
upon the banks, in the form of new deposits, 
restoring tjieir reserve or rest to the original 
sum of 10,000,000/. The modus operandi is 
sufficiently obvious. Whatever may be the 
amount of the circulating inoney, one portion 
of it will be in the hands of those who do 
not keep their cash with bankers ; while the 
remaining portion will be in the hands of 
those who do keep their cash with bankers. 
Now^ if that portion of the drculating money 
whidh is at the command of those who 
keep their cash with bankers, amounts to 
10,000,000/., the bankers, at the close of 
each day's business, will have 10,000,000/. in 



16 



their coffers. Whatever sums they may 
advance upon securities m the morning, the 
same sums will be returned to them in the 
evening, in the form of new deposits; and 
in this way the amount of their deposits 
must continue to increase, until they bear 
that proportion to the fixed amount of the 
returning cash, which the experience of the 
bankers may suggest as safe and legitimate. 
In the case which I have taken for illustra- 
tion, the bankers of the metropolis have coin 
constantly returned to them to the amount 
of 10,000,000/. ; and should they consider it 
safe to re-issue this returning coin upon 
securities, until their Uabilities bore to their 
cash the proportion of ten to one, then their 
aggregate account would stand thus : — - 





Deposits. 


Coin. 


Securities 




£. 


£. 


£. 


LiabiUues ... 


100,000,000 






Afffiets 




10,000,000 


9O,00O,O0C 



But should the bankers deem it unsafe to 
let the amount of their liabilities exceed that 
of their returning ca&h, by a greater propor- 
tion than five to one, then the aggregate 
account of their liabilities, cash, and securities. 



ould be as i 


tbllows : — 








Deposits. 


Coin. 


Securities, 




£. 


£. 


JP. 


Liabilities ... 


50,000,000 






Assets 




10,000,000 


40,000,000 
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Thus we see that, in consequence of the 
system of banking prevalent in this country, 
a fixed amount of circulating money may be 
the basis of a fluctuating amount of credit 
money, even though the circulating money 
should be purely metallic. It would be dif- 
ficult to say in how great a proportion, during 
periods of high commercial confidence, the 
amount of credit money might exceed the 
amount of the circulating money on which it 
is based; and we can imagine extreme cases 
of general panic, in which the superstructure of 
credit money might almost entirely disappear* 
The medium of exchange in this country is a 
complicated and delicate machine, requiring, 
for its due regulation, the strictest application 
of scientific principles. 

No accounts are published, showing the 
proportion which the deposits made with 
private bankers, bear to the cash which such 
bankers hold, for meeting occasional demands ; 
this proportion will necessarily vary with the 
variations of commercial confidence. When 
trade is prosperous, when few failures are 
occurring, and when commercial bills are 
promptly paid as they fall due, bankers might 
consider it safe to continue to re-issue, upon 
securities, the cash returning upon them as 
deposits, until the proportion between their 
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deposits and their cash, became as fifteen to 
one, or even as twenty to one. In periods of 
commercial pressure, on the other hand, 
bankers would be disposed to contract their 
liabilities, until the deposits which they might 
be called upon to pay on demand, bore to 
their cash a proportion, not exceeding seven to 
one, or even five to one. We have, however, 
no precise data enabling us to ascertain, at any 
particular period, the proportion which pri- 
vate bankers maintain, between their deposits 
and their cash. Mr. Clay, whose practiced 
and scientific knowledge of the money market, 
renders him a high authority upon sudi 
subjects, stated, in the House of Commons, 
when moving for the appointment of the 
Select Committee upon Joint-Stock Banks, 
that, in ordinary times, one tenth, or even one 
twentieth, of the money deposited with a 
banker, is a sufficient rest for meeting occa- 
sional demands ; and that nine-tenths, or even 
nineteen-twentieths, of the sums deposited 
with a bank, may be lent mit on securities, 
bearing interest. This is sufficient proof 
that I should not be arguing on an 63rtreme 
case, were I to assume l^t the cash origi- 
nally deposited by those who keep their 
accounts with bankers, will be ^successively 
re-issued upon securities, by the bank^ and 
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successively returned to them, in the form of 
new deposits, until the proportion between 
the amount of the deposits, and the amount 
of the cash, is as ten to one* But though 
it might be justifiable, yet it is unnecessary, 
to resort to a case so strong* The charge of 
mis-management which I have to prefer 
against the bank directors, will be sufficiently 
made out, if w^ take the proportion as low as 
five to one. 

Effect of the Foreign Exchanges upon a 
Currency consisting qf Circulation and 
Deposits. 

It will now be necessary, before I pro-' 
ceed to state and establish the t^hatge of 
mis-management, to examine the effect of 
the foireign exchanges, in contracting and 
expanding a currency consii^ting of coin, 
and of bank deposits. Let us assume, as 
before, that the reserve, or rest, in the hands 
of the bai^^rs of the metropolis, amounts to 
10,000,000/. in coin; that the proportion 
which they usually preserve between their 
deposits and their reserve of cash, is as five 
to one ; and that, therefore, the whole amount 
of the money, including cash and deposits, at 
the command of the bankers, and of their 
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customers, amounts to 60,000,000/. This 
being the previous state of things, let us 
suppose that the exchanges become adverse, 
and that the merchants withdraw from the 
banks 1,000,000/, of gold for exportation. By 
this withdrawal and exportation of specie, the 
reserve of cash in the hands of the bankers 
will be reduced from 10,000,000/. to 
9,000,000/. ; and the bankers, in order to pro- 
tect themselves, will find it necessary to re- 
duce their liabilities, in a similar proportion. 
Assuming that five to one is considered as 
the proper proportion to be maintained 
between the amount of deposits and the 
amount of rests, then the bankers, in the case 
just stated, would proceed to reduce their 
deposits from 50,000,000/. to 40,000,000/. 
This they would be able speedily to effect. 
As cash came in, in payment of the bills they 
had discounted, they would not re-issue it 
upon new discounts, and therefore could not 
receive it back in the form of new deposits ; 
they would abstain from discounting, until 
their advances to their- customers were 
reduced from 50,000,000/. to 40,000,000/.; 
and until, by a necessary consequence, the 
cash which their customers could command 
and deposit, was reduced by a similar amount. 
A favourable exchange would produce op- 
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posite results. Should the influx of gold 
increase the cash in the hands of the bankers 
from 10,000,000/. to 12,000,000/., the bankers 
would discount more freely, and the cash 
successively advanced in discount, would suc- 
cessively return in the form of new deposits ; 
and thus the increase of the reserves or rests 
in the hands of the bankers from 10,000,000/. 
to 12,000,000/. would be speedily followed by 
an increase of the sums paid in to them as 
deposits from 50,000,000/. to 60,000,000/. 

And now the ground has been sufficiently 
cleared, to enable us to trace the manner in 
which the directors of the Bank of England 
have- mismanaged the currency. 

The Directors of the Bank of England haoe 
departed from the sound principle of leaving 
the Currency to expand and contract under 
the action of the Foreign Exchanges. 

The directors of the Bank of England pro- 
fess to act upon the principle of regulating 
their issues so as to allow the currency to 
expand and contract, as the foreign exchanges 
become favourable or adverse. It is unques- 
tionable that this is a «ound principle ; and that, 
were it acted upon, the currency would al- 
ways be maintained in the same state, with 
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respect both to amount and to value, in 
which it would exist were the circulation 
composed exclusively of the precious metals. 
If the circulation were purely metallic, and 
consisted of 30,000,000/. of sovereigns, a fa- 
vourable exchange, causing an importation of 
gold to the amount of 2,000,000/., would in- 
crease the circulation from 30,000,000/. to 
32,000,000/. ; while an adyerse exchange, caus- 
ing an exportation of gold to the amount of 
2,000,000/. would contract the circulation from 
30,000,000/. to 28,000,000/. In like manner, 
if the circulation consisted of 30,000,000/., in 
bank notes, and if the principle of allowing 
the circulation to expand and contract under 
the influence of the foreign exchanges were 
acted upon, a favourable exchange, causing ^n 
importation of gold to the amount of 2,000,000/. 
would cause bullion to the amount of 2,000,000/. 
to be poured into the Bank in exchange for 
notes, and would thus increase the circulation 
from 30,000,000/., to 32,000,000/. ; while on the 
other hand, an adverse exchange, causing an 
exportation of gold to the amount of 2,000,000/. 
would cause Bank notes to the amount of 
2,000,000/. to be returned upon the Bank in 
exchange for the gold required for exporta- 
tion, and would thereby reduce the circulation 
from 30,000,000/. to 28,000,000/., as certainly 
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as if the circulation had consisted exclusively 
of gold. 

Thus it is strictly demonstrable, that if the di- 
rectors of the Bank of England acted upon the 
principle by which they profess to be guided, 
of allowing the currency to expand and con- 
tract under the action of the foreign exchan- 
ges, the circulating medium would be main- 
tained in the same state, both with respect to 
volume and to value, in which it would exist 
were there no Bank notes in existence, and 
were the current money exclusively metallic. 
Now the charge which I bring against the 
directors of the Bank of England is, that in- 
stead of conforming to the sound principle 
by which they profess to be guided, they act 
in systematic violation of it. The proofs of 
this grave charge are exhibited in the ac- 
counts published under the authority of Par- 
liament. These accounts, therefore, I proceed 
to examine. 

The following table, showing the liabilities 
and the assets of the Bank of England, from 
December 1833, to June 1836, is printed in 
the Report of the Select Committee of the 
House of Commons, on Joint-Stock Banks, &c. 
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! 
1 


1 • ■ . 


Circulation. 


Deposits. 


• 

, Buliion. 


. SecAiitiea. 1 




£. 


£. 


£. 


£. 


28 Dec. 183S 


17,469,000 


15,160,000 


10,200,000 


84,667,000 


29 Mar. 1834 


18,544,000 


13,750,000 


8,763,000 


26,787,000 


28 June, „ 


18,689,000 


15,878,000 


8,885,000 


27,471,000 


27 Sept. „ 


18,437,000 


12,790,000 


6,917,000 


86,916,000 


28 Dec. „ 


17,070,000 


13,019,000 


6,978,000 


26,651,000 


28 Mar. 1835 


18,158,000 


9,978,000 


6,296,000 


24,683,000 


27 June, „ 


17,687,000 


11,758,000 


6,618,000 


26,221,000 


26 Sept. „ • 


17,820,000 


13,866,000 


6,284,000 


37,724,000 


26 Dec. „ 


16,564,000 


20,370,000 


7,718,000 


81,764,000 


26 Mar. 1836 


17,669,000 


12,875,000 


8,014,000 


86,621,000 


25 June, ,, 


17,184,000 


16,730,000 


6,868,000 


28,847,000 



An inspection of this table will convince 
your Lordship of the correctness of my 
assertion, that the Bank directors act in 
systematic violation of the principle of leaving 
the currency to contract and expand under 
the action of the exchanges. In December 
1833, their circulation was 17,469,000/., and 
their bullion 10,200,000/. ; in March 1834, 
their bullion was reduced to 8,753,000/. ; and 
if they had acted on the principle of leaving 
the currency to contract under the action of 
an adverse exchange, their circulation would 
have been reduced to 16,022,000/. But 
what was the fact? In utter disregard of 
the only sound principle upon which a paper 
currency can be regulated, the Bank direc- 
tors, while bullion was thus flowing from 
their coffers, increased their circulation to 
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18,544,000/.; and thus threw upon the 
money market an excess of circulating money 
to the amount of 2,522,000/. 

In March 1835, tlie treasure in the coffers 
of the Bank was reduced from 10,200,000/,, 
its amount in December 1833, to 6,295,000/. ; 
and if the directors, during this continued x 
adverse exchange, had allowed their issues to 
contract as their gold was withdrawn, their 
circulation would have been reduced from 
17,469,000/., its amount in December 1833, 
to 13,564,000/. Yet, incredible as the fact 
may appear (and utterly incredible it would 
be, if not established by authentic official 
retumS), the directors kept out a circulation 
of 18,152,000/., and thus created in the 
money market an excess of paper to the 
amount of 4,588,000/. 

The continuance of the adverse exchange, 
was the necessary result of this excess in the 
circulation- The Gazette account of the 
quarterly averages of liabilities and assets of 
the Bank of England, from the 23rd of 
August to the 15th of November, 1836, gives 
the following results : — 



LiabUUies. 
Circulation ...•e.l7,548,000 
Deposits 12,682,000 

i*.30,225,000 



Assets. 
Securities ... •^.28,1 34,000 
Bullion 4,933,000 



i'.33,067,000 



Taking these figures as they stand, without 
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troubling ourselves to inquire how much the 
actual quantity of bullion, held by the Bank 
during the last week of the quarter, fell 
short of the average of the whole quarter 
(which is all the return gives), we > shall still 
have sufficient data to show the monstrous 
extent to which principle has been departed 
from in the regulation, or rather, in the no 
regulation, of the currency. Between De- 
cember 1833, and November 1836, the 
treasure in the coffers of the Bank was 
reduced from 10,200,000/. to 4,933,000/.; 
while the issues of the Bank of England 
paper were increased from 17,469,000/. to 
17,543,000/. ! How did the directors contrive 
to get out more paper while the adverse 
exchange was depriving them of gold ? Sim- 
ply by violating the principle by which they 
profess to be guided. While the adverse 
exchange was reducing their treasure from 
10,200,000/. to 4,933,000/. ; and while, on 
every sound principle, they should have al- 
lowed their paper in circulation to contract 
from 17,469,000/. to 12,202,000/., they in- 
creased their securities from 24,567,000/., their 
amount in December 1833, to 28,134,000/., 
their average amount for the quarter ending 
the 15th of November, 1836 ; and by issuing 
paper on the increased amount of securities, 
succeeded in causing the currency to expand, 
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under the action of a decided and protracted 
adverse exchange. 

The Bank Directors Juwe failed to distinguish 
between the different effects produced upon 
the medium of Exchange by a contraction of 
their Issues^ and by a contraction of their 
Deposits. 

It may be objected to the view which I 
have here taken of the conduct of the Bank, 
that its UabiUties consist of its circulation, 
and of its deposits; and that the practical 
rule adopted by the directors, is, not to allow 
their circulation to contract and expand under 
the action of the foreign exchanges, but to 
keep their securities even, and to allow their 
whole liabilities, including circulation and 
deposits, to contract and expand under 
the influences of the exchanges. Now 
it certainly does appear, from the pub- 
lished accounts, that when the circulation 
of the Bank has been increased, their de- 
posits have generally been diminished by 
an approximating amount ; and it is therefore 
only fair to infer, that the practical rule 
adopted by the directors, is to keep their 
securities even, and to -allow, not their circu- 
lation, but their whole liabiUties, including 
both circulation and deposits, to expand or 
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contract under the action of the foreign 
exchange. But this is no answer to the grave 
charge of mismanagement, which I prefer 
against the Bank directors ; because the 
adoption of such a rule is contrary to the 
principle* of leaving the currency to expand 
or contract under the action of the foreign 
exchange, and is, in itself, as decisive a proof 
of mismanagement, and of departure from 
principle, as it is possible to conceive. The 
currency, or general medium of exchange, 
is composed of two distinct and different 
elements, namely : — of the circulating money, 
consisting of coin and Bank notes, and of the 
credit money, consisting of all those deposits 
and credits which stand in the books of 
bankers, and which are available in effecting 
purchases and payments. Now if these two 
elements were constantly equivalent, if the 
amount of the circulating currency were 
always equal to that of the credit currency, 
then it would be a matter of indifference, 
whether the Bank directors allowed the 
foreign "exchanges to act upon their circula- 
tion, or to act upon their deposits. But, as 
has already been demonstrated, a given 
amount of circulating currency becomes the 
basis of a far greater amount of credit cur- 

* See Note at the end. 
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rency. Therefore, the Bank directors, in 
allowing the foreign exchanges to act, not 
upon their circulation, but upon their de- 
posits, exhibit a lamentable ignorance of the 
principles upon which the issue of Bank paper 
ought to be regulated. 

It is universally admitted, by persons ac- 
quainted with monetary science, that paper 
money should be so regulated as to keep the 
medium of exchange, of which it may form a 
part, in the same state, with respect to amount 
and to value, in which the medium of exchange 
would exist, were the circulating portion of it 
purely metallic. Now, it is self-evident, that 
if the circulating currency were purely metallic, 
an adverse exchange, causing an exportation of 
the metals to any given amount, would occa- 
sion a contraction of the circulating currency 
to the same amount ; and that a favourable 
exchange, causing an importation of the metals 
to any given amount, would cause an expansion 
of the circulating currency to the same amount. 
Therefore, when the directors of the Bank of 
England allow, not their circulation, but their 
deposits, to contract and expand under the 
influence of the foreign exchanges, they depart 
from the only sound principle upon which 
paper money can be regulated. If the circu- 
lating currency of the metropolis consisted of 
gold, an adverse exchange^ causing an export- 
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ation of gold to the amount of £.1,000,000 
would withdraw from circulation one million 
of sovereigns ; and therefore, as the circulating 
currency of the nietropolis consists of Bank of 
England notes, an adverse exchange, causing 
one million in bullion to be withdrawn from 
the Bank, would require to have 1,000,000/. of 
Bank notes withdrawn from circulation. As 
often as an adverse exchange abstracts any 
given amount of treasure from the Bank, 
without a withdrawal to the same amount of 
Bank of England notes from circulation, so 
often do the directors of the Bank of Eng- 
land exhibit a practical proof of their incom- 
petency to perform the important function of 
regulating our monetary system. To say that 
their rule is to keep their securities even, and 
to allow the exchanges to act upon their whole 
liabilities, is not a defence, it is an admission 
that they do not understand their business. 

In order to obtain a correct view of the 
extent to which the mismanagement of the 
affairs of the Bank of England has been 
carried, it will be necessary to state, in figures, 
the difference between the effects produced 
by a contraction of the circulation of the Bank, 
and those produced by a diminution of its 
deposits. I have already shown^ that under 
the existing system of London banking, a 
given amount of circulating currency forms 



31 



the basis of a much larger amount of credit 
currency. On the principle stated by Mr, 
Clay, that, in ordinary times, bankers may 
employ upon securities nine-tenths, or even 
nineteen-twentieths of the sums deposited 
with them, a circulating currency, consisting 
of Bank notes to the amount of 1,000,000/., 
may be the basis of a credit currency, consist- 
ing of deposits to the amount of 10,000,000/., 
or even to the amount of 20,000,000/. I do 
not, however, avail myself of the very compe- 
tent authority of Mr. Clay for the purpose of 
giving a highly coloured picture of Bank of 
England mismanagement. I take as the datum 
of my reasonings the moderate supposition 
that bankers employ, upon securities, only 
four fifths of the sums deposited by their cus- 
tomers ; and that, consequently, a circulating 
currency, consisting of 1,000,000/. of Bank 
notes, forms the basis of a credit currency of 
5,000,000/. 

When the treasure in the coffers of the 
Bank, decreased from 10,200,000/., its amount 
in December 1833, to 8,753,000/., its amount 
in March 1834, the diminution of treasure to 
the amount of 1,447,000/. should have been 
accompanied by a withdrawal of Bank of 
England notes from circulation to the amount 
of 1,447,000/. Had this been done, the 
aggregate amount of circulating cash returning 



32 



upon the private banks of deposit at the 
close of each day's business, would have been 
reduced by 1,447,000/. ; and therefore these 
banks, supposing that they acted upon the 
principle of not allowing the amount of their 
liabilities to exceed the amount of their daily 
returning reserve of cash by a greater propor- 
tion than that of 5 to 1, would have reduced 
their advances upon securities, until the sums 
advanced, and again returned to them in the 
form of deposits, had been reduced by an 
amount five times greater than the amount of 
the Bank of England notes withdrawn from cir- 
culation. Hence, while the amount of the cir- 
culating currency was reduced by 1,447,000/., 
the amount of the credit currency would 
have been reduced by 7,235,000/. ; and the 
total reduction in the general medium of ex- 
change, which acts upon prices and on the fo- 
reign exchanges, would have been 8,682,000/- 
But the directors of 'the Bank of England, 
iniStead of withdrawing 1,447,000/. Banknotes 
from circulation, as treasure to that amount 
was abstracted from their coffers, increased 
their circulation by 1,075,000/. and (bankers 
preserving the proportion of 5 to 1 between 
their cash and their Uabilities) this extension 
of the circulating currency would have oc- 
casioned an extension of the credit cutrrehcy 
to the amount of 5,375,000/., being an en- 
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largement of the general medium of exchange 
to the amount of 6,450,000/. But from this 
we have to deduct 1,410,000/., for the reduc- 
tion in the amount of the deposits of the 
Bank of England from December 1833 to 
March 1834; and therefore the aggreg^ate- 
increase in the general medium of exchange 
effected by the operations of the Bank of 
England between December 1833 and March 
1834, was 5,040,000/. 

From the analysis now given of the ac- 
counts of the Bank of England, pubUshed by 
order of the House of Commons, the charges 
against the directors amount to this. By de- 
parting from the only sound principle upon 
which paper money can be regulated, they 
occasioned, between December t833 and 
March 1834, an undue extension of the 
medium of exchange, which, at a moderate 
estimation, may be taken at 13,600,000/. 
Had they allowed the adverse exchange to 
contract their paper circulation, to the same 
extent to which it would have contracted a 
metallic circulation, the circulating currency 
would have been reduced by the actual 
amount of 1,447,000/. ; while the credit cur- 
rency would have been reduced by the pro-^ 
bable amount of 7,235,000/. But, disre- 
garding this legitimate rule, and allowing the 
adverse exchange to act upon their deposits, 
instead of upon their circulation, the Bank 
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directors increased the. circulating currency 
to the actual amount of 1,075,(KKW, ; and the 
credit currency by the probable amount of 
5,375,000/. 

It is painful but necessary, to pursue the 
analysis. In March 1835, the treasure in 
the coflPers of the Bank, was reduced from 
10,200,000/., its amount in December 1833, 
to 6,295,000/., and, on all sound principles, 
the Bank directors ought to have reduced 
their issues from 17,469,000/., their amount 
in December 1833, to 13,564,000/., This 
would have effected a reduction in the cir- 
culating currency to the actual amount of 
3,905,000/., and a reduction in the credit 
currency, to the probable amount of 
19,525,000/., making a total reduction in the 
medium of exchange, of about 23,430,000/. 
But, in their systematic disregard of principle, 
the Bank . directors increased their issue of 
Bank notes, from 17,469,000/. to 18,152,000/., 
and thus added 683,000/. to the actual 
amount of the circulating currency, and 
3,415,000/. to the probable amount of the 
credit currency ; they caused a total expan- 
sion of the medium of exchange, to the 
amount of 4,098,000/*, under circumstances 
which, had the circulating currency been 
metallic, or had the issue of Bank paper been 
regulated on sound , principles, would have 
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occasioned a contraction to the amount of 
23,430,000/. 

From the 23rd of August, to the 15th of 
November, 1836, the average amount of 
treasure held by the Bank of England was 
4,933,000/., being less, by 5,267,000/., than 
the amount held in December 1833, while 
the amount of Bank of England notes in 
circulation, was increased to 17,543,000/., 
being more by 74,000/. than the amount of 
Bank of England notes in circulation in 
December 1833. 

By the gazette account of the assets and 
liabilities of the Bank of England, from Sep- 
teinber 20th to December 13 th of the 
present year, it appears that the average 
amount of treasure during the quarter, had 
declined to 4,545,000/., being less by 
5,655,000/. than its amount in December 
1833, and that the average amount of Bank 
of England notes in circulation during the 
quarter was 17,361,000/., being less by 
108,000/., than the amount in circulation in 
December 1833. Thus, the directors of the 
Bank of England, after losing 5,655,000/. of 
their treasure — ^urging the Chancellor of the 
Exchequer to raise the rate of interest upon 
exchequer bills, because the currency was in 
excess— paralysing our export trade, by re- 
fusing American bills, in order to check the 
exportation of gold to the United States — 
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and spreading distrust and alarm throughout 
the country, until we approached the verge of 
a domestic panic, which threatened to destroy 
the whole superstructure of credit currency, 
and brought the Bank of England itself in 
danger of stopping payment — at length 
adopted the precaution of contracting their 
circulation to the amount of 108,000/. ! ! 

Instifficiency of the Defences set up for the 

Bank Directors. 

The advocates of the Bank of England 
bring forward a variety of statements, for the 
purpose of showing, that the directors cannot 
always conform to the principle of leaving 
their circulation to expand and contract 
under the action of the exchanges ; and that 
if they were to conform to this principle, 
derangements in the money market would 
be occasioned, by the operations of other 
parties, for whose errors the Bank directors 
cannot be held responsible. The insufficiency 
of defences, resting upon such statements, 
I will endeavoiu" to make manifest. 

1st. — It may be urged in refutation of the 
charge of mis-management here brought 
against the Bank directors, that the foregoing 
calculations, respecting the extent to which 
their adherence to sound principles would 
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have contracted the medium of exchange, 
are overcharged, and extravagant in the 
highest degree ; and that, on whatever 
principles the Bank directors might have 
acted, it would have been utterly impossible 
for them to have effected, between December 
1833 and March 1836, a contraction of the 
medium of exchange to the enormous extent 
of 23,000,000/. ; because, before a contraction 
approaching to this extent could have been 
effected, there would have been such a fall 
of prices, and such a decrease of imports and 
increase of exports, as must have turned the 
exchanges in our favour, and have caused an 
influx of the precious metals, requiring the 
issue of an increased amount of paper in 
exchange for the gold poured in upon the 
Bank. 

This argument proves too much ; and, by 
proving too much, serves, not to refute, 
but, on the contrary, to confirm the charge 
of mismanagement brought against the Bank. 
It is quite true, that, between December 1833 
and March 1836, a contraction of the medium 
of exchange to the extent of 23,000,000/. 
could not by^ possibility have been effected ; 
but then it is equally true, that had the Bank 
directors regulated their issues upon sound 

D 
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prineiples, the ciroimstances indicating such 
a degree of contraction never could have 
arisen. If the directors had withdrawn their 
notes from circulation, as bullion was with- 
drawn from their coffers, it is probable that, 
before their treasure could have been reduced 
from 10,200,000/. to 8,000,000/., the ex- 
changes would have been turned in our 
favour. Had the first exportation of gold, to 
the amount of 2,000,000/., been accompanied 
by a withdrawal of Bank of England notes 
to a like amount, the amount of the cash 
returning to the banks of deposit, at the 
close of each day's business, would have been 
reduced by 2,000,000/., and this contraction of 
the circulating currency would have occa- 
sioned, in the maimer already explained, a 
contraction of the credit currency, amounting, 
it is probable, to 10,000,000/. Thus there 
would have been a total contraction of the 
medium of exchange to the amount of 
12,000,000/., and it cannot be doubted but 
that this contraction would have been suffi- 
cient to have brought our currency to par 
with foreign currencies, and to have arrested 
the efflux of the precious metals. The 
considerable and long-continued drains to 
which the coffers of the Bank of England 



39 

have hitherto been liable, could never h^ve 
occurred, had the Bank directors regulated 
their issues upon sound principles. . : : 

2wrf.'— It has been urged; in defence of ^tb© 
conduct of the directors of the Bank of 
England, that they have two separate and 
opposite functions to perform ;* namely, to 
regulate the currency, and to suppQrt cam-» 
mercial credit ; that, in the performance of 
these opposite functions, it is found impossible 
to act upon the same uniform system; and 
that, in particular states of the money market, 
it becomes necessary to depart £rom general 
principles, and to avert a domestic panic, by 
issuing an increased amount of Bank paper, 
even during the continuance of an adverse 
exchange. 

This defence of the Bank requires to b6 
scrutinised. As the directors consider ' it to 
be a part of their duty to watch over, and 
sustain the commercial credit of the country, 
it becomes necessary to examine under what 
circumstances, and in what manner, they can 
hk required to perform so important a 
function. 

It is evident that the directors of the Baxik 
of England can have na power to reUeve any 
species of commercial pressure, except that 
which may be occasioned by a derangement of 
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the currency. The cessation of foreign 
consumption; the springing up of foreign 
rivals ; the deterioration of domestic industry ; 
errors in commercial and financial legisla- 
tion; may each, and all, occasion a tem- 
porary depression, or a permanent decline 
of trade, unconnected with the state of the 
currency, and incapable of correction , by any 
banking operation. Nor is this alL Commer- 
cial pressure, even when solely occasioned by 
a contraction of the circulating medium, 
cannot, in the majority of instances, be 
removed by any measure, which it is within 
the province of the Bank of England to 
adopt. A convertible paper currency must 
conform to the standard of value which it 
represents. While gold at a mint price of 
31. 17s. lO^d. per ounce, continues to be our 
standard of value, every cause which raises 
the value of gold, must have the effect of 
contracting the currency, and of producing 
that pressure upon trade, which results from 
a fall of prices. Now the value of gold may 
be raised in a variety of ways ; by alterations in 
the import duties, either of this or of other 
countries; by changes in the mint regula- 
tions of foreign states, or by a loss of that 
relative superiority, in producing articles of 
export, which enables us to command a 



41 



larger proportion of the precious metals, than 
is commanded by other countries. Now 
it is self-evident, that the Bank of England 
cannot supply a remedy against contractions 
of the circulating medium, proceeding from 
causes such as these. What, then, is the 
nature, and what the cause, of that contraction 
of the currency, and of that pressure upon 
commercial credit, against which the Bank of 
England can supply a remedy ? To this 
question, which is an important one, I shall 
endeavour to give a distinct answer. 

When an excessive issue of Bank paper has 
rendered our currency redundant, in relation 
to foreign currencies, the exchanges turn 
against us, and gold is demanded for export- 
ation; and when, at the same time, the Bank 
directors, disregarding the only sound prin- 
ciple upon which a paper circulation can be 
regulated, do not draw in their notes, as their 
treasure is withdrawn, the drain upon their 
coffers is continued until the Bank is in danger 
of stopping payment. To avert this danger, 
the Bank directors resort to a . late and 
violent action on the circulation; they dis- 
regard the rule of keeping their securities 
even ; they raise the rate of interest ; they 
refuse bills of unquestionable character ; they 
sell exchequer bills ; and thus create alarm and 
distrust, until that credit currency, by means 
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of which the far greater number of our com- 
mercial transactions are effected, begins to 
give way. The directors now find that danger 
approaches £rom another quarter. The banks 
throughout the kingdom^ whether of deposit 
or of issue, feel more or less of pressure, and 
become desirous of contracting their liabilities, 
and of increasing their reserve of cash ; in 
proportion as confidence is shaken, gold is 
preferred to paper, and sovereigns are held 
rather than the liotes of the Bank of England; 
and a domestic drain, more sudden and more 
serious than the foreign, threatens to exhaust 
its coffers. 

These are the only circumstances under 
which it can be necessary that the Bank should 
exercise its ' vaunted fimction of sustaining 
codnmercial credit. Wbeii the directors have 
neglected to finy considerable extent, to draw 
in tlieir notes as an adverse exchtoge draws 
out their gold, iheit establishment becomes 
exposed to two opposite daggers ; and they 
cannot avoid the one, without approaching 
the other. If they do not coniract their issues, 
their treasure may be exhausted by the con- 
tinual action of the foreign exchange ; and if 
they do not increme their issues, their coffers 
may be emptied by the immediate action of a 
domestic panic. Of the tWo dangers, that of 
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having their coffers emptied by domestic 
panic, is the most serious and the most 
pressing; and therefore, in an emergency 
leaving only a choice of ^vils, the Bank 
durectors are justified m disregarding the 
principle of regulating th^ir issues by the 
foreign exchanges, and m making such ad- 
vances as may be necessary to restore com- 
mercial credit. But does the necessity under 
which the Bank directors are occasionally 
placed, of resorting to extraordinary measures 
for the purpose of mitigating a pressing 
mischief, afford a justification of the previous 
deviations from principle by which that mis- 
chief was created ? Could a surgeon, who had 
wounded an artery, instead of having opened a 
vein, vindicate his professional reputation, by 
showing that he had secured the blood vessel 
before his patient bled to death ? Could an 
incendiary escape condenmation, by proving 
that he had laboured at the engine by which 
the conflagration which he had kindled was at 
length subdued ? 

When, in 1826, the Bank directors restored 
commercial credit, by making extensive issues, 
regardless of the state of the foreign ex- 
changes, their conduct received, as it deserved, 
the highest praise ; but this conduct, however 
praiseworthy in itself, cannot be referred to, 
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in justification of the previous mismanagement 
of the circulation of the Bank of England, 
by which the frightful panic of 1826 was 
occasioned. In like manner, though the 
conduct of the present directors, in making 
liberal advances upon mercantile securities, 
and in affording assistance to the provincial 
banks, without waiting for an influx of the 
precious metals, is laudable and wise, yet this 
conduct, however calculated to avert a more 
serious crisis, cannot remove the respon- 
sibility they have incurred by that earlier 
departure from principle, which has led to 
the mitigated panic of the present year. The 
only disturbances in the money market, 
which the directors of the Bank of England 
have any power to correct, are those which 
their own mismanagement of the currency 
creates. If they could be prevailed upon to 
attend with strictness, to their essential duty, 
of regulating their issues by the course of 
the foreign exchanges, they would never be 
called upon to perform the superfluous duty, 
of watching pver and supporting commercial 
credit. When they cease to inflict disease, 
they will no longer be required to administer 
remedies. 

3rd. — We hear it frequently and confidently 
asserted, that the recent disturbance in the 
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money market, has been occasioned, not by 
mismanagement on the part of the directors 
of the Bank of England, but by the excessive 
issues of paper thrown into circulation by the 
country banks, and particularly by those which 
have been formed on joint-stock principles. 
It is contended that the strictest application, 
by the directors of the Bank of England, of 
the principle of allowing the amount of their 
notes to increase or diminish under the action 
of the exchange, cannot have the effect of 
jpreventing the currency of this country from 
becoming redundant, in relation to the cur- 
rencies of other countries, while the paper of 
the provincial banks, issued without reference 
to the state of the exchanges, flows into the 
channels of circulation, as the paper of the 
Bank of England is vnthdrawp. 

The plea thus set up for the Bank of 
England, demands serious consideration ; 
because, if valid, it leads to a very important 
practical conclusion. If it be true, that the 
principle of leaving the circulation of the 
Bank of England to expand or contractj^ under 
the action of the foreign exchanges, can be 
rendered inoperative by the issuing of paper 
by provincial banks, then the necessary 
inference is, that no provincial banks of issue 
should be permitted to exist. If the issuing 
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of paper, by more than one establishment, 
renders it impossible to preserve the currency 
in a sound state^ that is, in the same state in 
which it would exist were it purely metallic, 
then it follows, as a necessary conclusion, that 
to a single establishment, the exclusive 
privilege of issuing paper should be given. 
This conclusion is indeed avowed. The 
advocates of the Bank of England contend, 
that its monopoly, with respect to the issuing 
of paper, instead of being confined to the 
metropoUtan district, should be extended to 
the country at large. 

The assertion that the operations of the 
provincial banks counteract, and render 
ineffectual the efforts made by the Bank of 
England to keep the currency at par with 
foreign currencies, appears not quite consistent 
with the previous assertion, that the directors 
of the Bank of England are prevented from 
regulating their issues according to the 
exchanges, by the necessity they are under 
of supporting commercial credit. Were it 
true, that the paper of the provincial banks 
flows into the channels of circulation as the 
paper of the Bank of England iis withdrawn, 
and thus prevents the currency £rom con- 
tracting under the influence of an adverse 
exchange, then there would be no narrowing 

I 
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of mercantile accommodation, and no pressure 
upon the money market, requiring advances 
from the Bank of England in support of 
commercial credit. On the other hand, the 
fact, so frequently and so fatally experienced, 
that a. contraction of the issues of the Bank 
of England inflicts immediate pressure on the 
money market, is a practical demonstration, 
that the paper of the provincial banks does not 
flow ^ into the channels of circulation as the 
paper of the Bank of England is withdrawn ; 
and that the operations of the provincial 
foanki^ do not counteract the efforts of the 
directors to regulate the currency upon 
sound principles, and to preserve the medhun 
of exchange from any deeper fluctuations 
than those to which it would be occasionally 
liable were the circulation purely metalUc. 
In 1825, the Bank of England narrowed its 
issues by upwards of 3,000,00©/. ; but the 
provincial banks, instead of being able to 
counteract the operation, by increasing their 
issues to a corresponding amount, were 
crushed and extinguished under the cala- 
mitous pressure which it occasioned. And, 
ill the present year, when the directors of the 
Bank of England resorted to mea^sures for 
contracting the currency, the provincial 
banks of issue, instead of being able to throw 
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increased supplies of paper into the channels 
of circulation, were crippled «,nd paralysed, 
and compelled to resort to the Bank of 
England for assistance. 

These facts afford experimental proof that, 
in the particular instances in which they 
occurred, the directors of the Bank of 
England had uncontrolled dominion over the 
circulation of the kingdom, and that when 
they decreed a contraction of the currency, 
the provincial banks of issue, instead of 
resisting, obeyed and suffered. But, upon a 
subject so important as that now under 
consideration, it would be neither satisfactory 
nor safe to rest our conclusions on these 
particular instances, however striking and 
decisive they may appear ; and I shall there- 
fore proceed to demonstrate, by a reference 
to general facts and principles, that, if the 
issues of the Bank of England were regulated 
by the foreign exchanges, it would be impossi- 
ble for the provincial banks to keep an excess 
of paper in circulation. 

It will be evident that, if the circulating 
money within sixty miles of London were 
wholly metallic, no over-issue of paper, in 
places exterior to the metropolitan district, 
could occasion an extension of the currency 
within that district. In this case, no con- 
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ceivable increase in the amount of provincial 
paper could increase the amount of the 
circulating money of the metropolis ; because, 
by the supposition, this circulating money 
consists exclusively of coin. But if the 
increase of provincial paper could not increase 
the circulating money of the metropolis, 
neither could it increase the credit money 
of the metropolis ; because, if the metropoli- 
tan banks of discount and deposit did not 
obtain an increased amount of circulating 
money, to serve as their reserve, or rest, to 
meet increased occasional demands, they 
would not be able, v^ith safety to themselves, 
to make increased advances to their custo- 
mers ; and if the customers of the banks 
did not obtain increased advances, they could 
not pay into the banks an increased amount 
of deposits. It is strictly demonstrable, that 
if gold v^as substituted for Bank of England 
notes in the London district, and if the 
London banks of deposit and discount were 
to preserve the due proportion betw^een their 
reserves and their liabilities, no over-issue of 
paper, exterior to the London district, could 
increase the amount, either of the circulating 
money, or of the credit money, of which the 
currency of London would, in this case, be 
composed. 

As an excessive issue of provincial paper 
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could not, if the circulating money of London 
were metallic, occasion a corresponding 
expansion in the London circulation, the 
necessary result of such excessive issue would 
be, that the currency of the provinces would 
be rendered redundant, in relation to the 
currency of the metropolis. Prices would 
rise in the country markets, without a cor- 
responding rise of prices in the London 
markets ; a greater quantity of goods would 
be sent from London to the provinces, and ' a 
less quantity from the provinces to London ; 
the balance of payments would be turned in 
favour of London, and against the provinces ; 
and the merchants and dealers of the^ pro- 
vinces, who had remittances to effect, would 
return the excess of paper upon the banks 
which had issued it, and demand bills upon 
London in exchange ; and hence, to whatever 
extent the undue expansion of the provincial 
currency might have been carried, this certain 
and speedy process of contraction wouldrestore 
it to par with the currency of London. While 
the circulating money of the metropotitan 
district continued to be exclusively metallic, 
an excessive issue of paper on the part of the 
provincial banks, could neither render the 
currency of London redundant, in relation to 
foreign currencies, nor, for any considerable 
period, render the provincial currency 
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redundant, in relation to the currency of 
Liondon. 

There is another important consideration 
connected with this branch of the subject. 
If the circulating money of London were 
wholly metallic, the currency of London would 
in all ordinary times, remain at par with the 
metallic currencies of foreign countries ; and 
could never deviate from that par to a greater 
extent than that measured by the expense of 
remitting gold. Hence, when the currency of 
the provinces, in consequence of the over- 
issue of paper, became redundant, in relation 
to the currency of London, it would also be- 
come redundant in relation to foreign curren- 
cies. The merchants of the provinces would 
import a greater quantity of foreign goods, 
and export a less quantity of British goods ; 
and, consequently, would have balances to 
remit to their foreign correspondents. Now, 
in order to effect these remittances, they 
would return provincial paper upon the banks 
which issued it, in exchange for bills upon 
London; and with these bills they would pur- 
chase foreign bills. This might have some 
effect upon the exchanges; the increased 
demand for foreign bills might raii^e their 
price, until it became profitable to export 
gold in order to draw against it ; and thi^ 
exportation of gold would occasion some eon*' 
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traction in the amount, and some rise in tlie 
value, of the London currency. This effect, 
however, could be only slight and temporary ; 
for the currency of London being previously 
at par with foreign currencies, a very moderate 
rise in its value would turn the exchanges 
in our favour, and bring it back to par. Upon 
the whole, an over-issue of paper, by the pro- 
vincial banks, instead of increasing the volume, 
and reducing the value, of the London cur- 
rency, would, though to a very slight extent, 
produce the directly opposite effect, of con- 
tracting its volume, and raising its value. 

Let us now apply the conclusions at which 
we have arrived. That which would be true 
if the circulating money of the metropolis 
were exclusively metallic, would be equally 
true if the circulating money of the metro- 
polis consisted exclusively of Bank of England 
paper, always maintained in the same state, 
both with respect to amount and to value, in 
which a purely metallic circulation would 
exist. Now, if the Bank directors were to 
regulate their issues by the foreign exchanges, 
the paper circulation of the metropolis would 
be exactly equal, both with respect to amount 
and value, to a metallic circulation ; and con- 
sequently, every excess of provincial paper 
would raise prices in the markets of the 
provinces, without raising them in the 
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markets of London ; would turn the balance 
of payments against the provinces ; cause the 
excess of provincial paper to be returned 
upon the banks of issue, in exchange for bills 
upon London ; and, by creating an increased 
demand for foreign bills, to pay the foreign 
debts incurred during the high range of pro- 
vincial prices, would have a tendency to 
contract the currency of the metropolitan 
district, rather than to render it redundant. 
If the directors of the Bank of England were 
to regulate their issues upon sound principles, 
the over-issues of the provincial banks would 
be almost immediately returned upon them, 
and therefore could not, except for periods 
too brief to be important, have any sensible 
effect in increasing the amount, and reducing 
the value, of the general medium of exchange. 
While the Bank of England retains its ex- 
clusive privileges in the metropolitan district, 
no considerable or protracted derangement 
in the money market can take place, except 
in consequence of the failure of the directors 
to regulate their issues upon sound principles. 
In the actual state of our monetary system, 
there is a disturbing circumstance, which it 
would be improper to overlook. The notes 
of the Bank of England circulate in the 
provinces to • a considerable extent. Hence 
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were the proyincial banks to issue to excess, 
the Bank of England notes thereby displaced, 
might be sent to London to pay the balances 
becoming due from the provinces in conse- 
quence of the high range of provincial prices. 
This would increase the circulating money 
of the metropolis, enable the London Bankers 
and bill brokers, to rediscount the bdUs 
endorsed by the provincial bankers, and thus 
occasion an increase of credit money through- 
put the country. But, for the existence of this 
disturbing cause, the directors of the Bank of 
England are exclusively responsible. They 
have established branches in the provinces; 
they have made contracts with Joint-Stock 
Banks for the purpose of inducing thean to 
conduct their business with Bank of England 
paper, instead of becoming banks of issue ; 
and they have prevailed upon the Legislature 
to make Bank of England notes a legal 
tender, so long as they are convertible into 
gold at the places where they are issued* 
All these measures are erroneous. The Bank 
of England should either supply the whole 
circulation of the provinces, or else should 
supply no part qf it While the directors 
adopt means for the supplying of ^ part of 
the provincial circulation, without being able 
to secure the supplying of the v^ole^ they 
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nfiust occasionally be liable to difflcultresf 
which they would not haive to encounter, 
Were they to limit their issues to the (fiistrtct 
over which their exclusive pritifege ^xtendis- 

4th.— li bas been sfo»f)posed thjat the c6n* 
necticm which exists between th^ Govern- 
ment and the Bank of England, deprives tihe 
Erectors of the power of adhering with suffi- 
cient strictness to the cardinal and esisefttial 
principle of regulating the amount of their 
issues by the course of the foreign exchanges. 
The Bsank of Engkmd conducts all the mone- 
tary transactions of the Government. ''^ It 
*' actg," says Adam Smith, *^ not only as afl 
osdinaary bank, but as a great engine of 
iiat6. It received and pays the greatei* 
psat of Uhe annuities which are dvte to the 
cw^torS' of the publfe ; it circulates exch6- 
qjyfer bills, aiid it advances tor Govermhenil 
^* ftee aimwueJ amount of the fend anxJ maft 
'"^ «axes, which are frequently not paid till 
" sdme yearrs^ thereafber;" 

Mow, it will be fomtti, upon a careful 
e«adiination» of the mattef , that tfe conipound 
elifehraeter o^ the Bank of Englaiwf, as diui* 
descri^bed by Adkm ftnitR, createi? no^ feat 
^bs*acfe tc^ ^e sfrict antif tittiferm application 
ctf ^e prmefpfe of aJlowmg tlie amount of 
rfe issued ^ expand and contract under the 
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influence of the exchanges. In order to re- 
lieve themselves from all difficulty and embar- 
rassment in the application of this principle, 
the directors have only to adopt in their esta- 
bUshment, a proper division of employment, 
and to keep their functions, as managers of ^' an 
" ordinary bank of issue," separate and dis- 
tinct from their ftinctions as regulators of an 
" engine of state." Let us see in what way 
the separation of those fimctions might be 
effected. 

The business transactions between the 
Government and the Bank of England, as far 
at least as these transactions can have any 
influence on the state of the circulation, are 
all comprised under two heads, viz. holding 
balances of public money ; and making ad- 
vances to Government on the security of 
exchequer bills, or on aceount of the produce 
of taxes not yet received. Now, in order to 
present in a palpable and prominent form, 
the advantage which would result from making 
these transactions between the Government 
and the Bank, altogether distinct from its 
peculiar fruictions as a bank of issue, and 
also to show the facility , with which such a 
division of employment might be effected; 
we have only to consider the manner in which 
the directors would find it expedient to con- 
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duct the Government business, if the Bank of 
England were not a bank of issue. 

If the Bank of England were a bank of 
deposit and of discount, without being at the 
same time a bank of issue, the directors would 
conduct the business of the public on the 
same principles on which a private London 
banker conducts the business of a private 
merchant. In the first place, they would 
deal with pubUc deposits in the same way in 
which private deposits are dealt with. When 
the sums paid in on account of the produce 
of the revenue exceeded the amount required 
to defray the occasional and periodical charges 
of Government, they would be employed as 
a private banker would employ them, — upon 
available securities bearing interest; and 
would be re-issued to the pubUc in the pur- 
chase of exchequer bills, or of stock, or in the 
discount of mercantile bills. This branch of 
the Government btmness would, therefore, he 
conducted without occasioning any contraction 
of the circulation. 

In the second place, if the Bank of England 

were a bank of deposit and of discount, 

without being, at the same time, a bank of 

issue, the directors, when required to make 

advances to Government, either for the perio- 
dical payments of the dividends, or for any 
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other purpose^ would provkie the necessary 
sums, on the same principies on which a 
private London banker would pioride the 
means of makm^ advancesr to» Ms eiastoHs^rsi 
They would realize the requisite amount of 
cash, by sem^g the stodc and exchequer bilk 
they had jwrehased with the Government 
deposits ; by moniesi received in paymcmt 
of biHs discounted; and, if necessary^ by 
nesortiiag tor their own capitaL Bjr these 
means, the sums required for e&edmg the? 
GoveriMjneiat payments would first be withh 
drawn from,^ and would thert be immediately 
thrown back u^po^v the channels of circulation ;; 
and therefore this hrmwh ef the Gcmervment 
busmes9 wonld be conducted wUhotit oc- 
casioning an expcmsmn cf the eurrencf.^ 

While the Baaak of England, in codDse'- 
quence of ife being a bank of depoeit and of 
discount^ without being at the same ti&ie 
a bank of issue, would be thus enaijkd 
to hold balances for the Government, sffid> 
to make advances to the Government,* 
without contracting the currency in the 
one case, ou extending it in the other, let 
iflis suppose a bank establi^ed m Londlonv 
which is neither a baiak of deposit, nor o£ 
^scauBt, but ^ply a baftk of issue. Lettiri* 
bade possess, as' the Basik of England mow 
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possesses, the exclusive privilege of supplying 
tiie paper circulation of the metropolitan 
district ; but let it have neither hrdnch banks, 
nor eontraots with joint-stock brniks, for 
pushing its notes into finculation in the pro- 
vinces ; let it, when the exchanges are at par, 
Jbeep one-third of its circulation upon secu- 
rities bearing interest, and one-third upon 
the security of treasure in its coffers ; let it, 
when the exchanges become adverse, contrtx* 
its circulation by selUng gold ; and when the 
exchanges become favourable, extend its 
circulation by purdiasing gold. In this case, 
the circulation of the metropolitan district 
would be liable to no greater fluctuations, 
either in amount or in value, than those to 
whidi a purely metalhc circulation would be 
liable. As surely as water finds its level, the 
currency of the provinces would conform to 
the currency of London ; there would be no 
periodical scarcity of money, and curtailment 
of accustomed accommodation, requiring occa- 
sional departures from principle, in order to 
support commercial credit ; and the transac- 
tions between the Government, and the bank 
conducting the Government busine^, could 
not, however great their magnitude, have any 
^ect, either in contracting or in expanding 
the general medium of exchange. 

Let us now make another supposition. 
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Instead of there being one bank of deposit 
and discount, for transacting the Government 
business, and another bank of issue, for 
supplying the circulation of the metropoUs, 
let us suppose that the directors of the Bank 
of England form their estabhshment into two 
separate departments ; the department of 
discount and deposit, and the department of 
issue. Let the committee of management 
entrusted with the department of discount 
and deposit, conduct the business of Govern- 
ment, and of individual customers, on the 
ordinary principles which are observed by 
London bankers, and independently of the 
department of issue ; and let the committee 
of management presiding over the department 
of issue^ keep their own securities at all times 
even, and allow the circulation to expand or 
contract under the action of the exchanges, 
without reference to the amount either of 
the securities, or of the balances, or of 
the advances, which the department of 
discount and deposit might hold or make. 
It is obvious, that if this principle of 
division of employment and separation of 
functions were adopted, and strictly acted 
upon, by the directors of the Bank of 
England, results identical with those des- 
cribed in the preceding paragraph would 
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necessarily ensue. The circulation, both of 
the metropolis, and of the provinces, would 
be maintained in the self-same state in which 
it would exist, were it exclusively metallic. 
Occurrences similar to that of the great panic 
of 1826, or even to that of the mitigated 
panic of the present year, would become 
impossible events. 

With a view to the immediate Reform of 
our monetary system, the practical question 
for consideration is, — are there any insuper- 
able difficulties opposed to the adoption, by 
the Bank of England, of the division of em- 
ployment, and of the complete separation of 
functions above described ? Some of the di- 
rectors of that establishment are masters, not 
only of the practical details of the money 
market, but of the scientific principles of money 
and exchange. The opinions of these en- 
lightened individuals, if known to be sanc- 
tioned by the approval of your Lordship, and 
of the Government, would probably prevail 
in the deliberations of the Bank parlour. 
But should the fact prove otherwise, — should 
a majority of the directors of the Bank of 
England obstinately refuse to introduce a 
proper division of employment into their es- 
tablishment, — then the Legislature will be 
called upon to determine the question, whe- 

F 



62 

ther the medium of exchange should continue 
to be entrusted to the management of twenty- 
four London merchants, quaUfied by being 
proprietors of Bank stock, elected by their 
co-proprietors, and having for their first object 
and primary duty, the protection, not of the 
public interests, but of their corporate pro- 
perty? Experience would scarcely suggest 
an affirmative decision of this question. 

I shall briefly recapitulate, and conclude. 
The considerations which I have presented to 
your Lordship, will, as I venture to believe, be 
found sufficient to establish the positions : — 

That Bank deposits, which may be drawn 
against at sight, perform the functions of money, 
and are component parts of the general me- 
dium of exchange : — 

That a given amount of circulating money 
becomes the basis of a much larger amount 
of bank deposits, or credit money : — 

That the recent disturbance in the money 
market was occasioned by the error committed 
by the directors of the Bank of England, in 
departing from the principle, of leaving the 
currency to contract or expand under the 
action of the foreign exchanges : — 

That this error originated in the failure 
of the Bank directors to distinguish between 
effects produced upon the general medium 
of exchange, by a diminution of their circu- 
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lation, and by a diminution of their deposits : — 
That if the Bank of England were to 
regulate its issues of paper by the course of 
the foreign exchanges, the circulation would 
always remain in the same state, both with 
respect to amount and to value, in which it 
would exist were it wholly metallic ; and that 
no over-issue of paper by the provincial banks 
could have any permanent effect in rendering 
the currency of this country redundant in 
relation to the currencies of other countries : — 
That the interposition of the Bank of 
England for the purpose of supporting 
commercial credit, is necessary in those 
instances only, in which a previous departure 
from sound principles by the Bank directors 
themselves, may have occasioned a sudden con- 
traction of the currency, and have produced 
a crisis in the money market : — 

That if the Bank directors were to adopt a 
judicious division of employment, in conducting 
the two-fold operations of the Bank, and to 
establish a complete separation between its 
functions as a bank of issue, and its functions 
as a bank of discount and deposit, no trans- 
actions, of whatever magnitude, between the 
Government and the Bank of England, could 
interfere with the strict and uniform applica- 
tion of the only sound principle upon which 
a paper circulation can be regulated ; namely. 
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that of leaving it to contract or expand, as 
the foreign exchanges become favourable or 
adverse : — 

And that should there exist, under the pre- 
sent arrangements and circumstances of the 
Bank of England, any practical obstacle to the 
establishment of a complete separation be- 
tween the business of issuing paper, and the 
business of holding deposits and making 
advances, it will become necessary for the 
Legislature to place the medium of exchange 
under the management of competent func- 
tionaries, appointed, not by the holders of 
Bank stock, but by Government ; responsible, 
not to their co-proprietors, but to Parliament ; 
and having for their first object and primary 
duty the protection, not of their own corporate 
property, but of the general interest of the 
nation. 

Trusting that the great practical im- 
portance of the subjects which I have now 
attempted to illustrate, will be received as 
my apology for thus addressing myself to 
your Lordship, I have the honour to be. 

My Lord, 
Your Lordship's most obedient, 

Most humble Servant, 

R. TORRENS. 



NOTE to Page 28. 

The rule adopted by the Bank directors, of keeping their 
securities even, and of leaving the whole of their liabilities 
to be acted lipon by the foreign exchanges, would be 
conformable to principle, if the Bank of 'England were 
simply a bank of issue, and had no liabilities consisting of 
deposits. But, as the Bank of England is a bank of 
deposit, as weU as a bank of isisue, this vaunted rule is not 
only contrary to principle, but is impracticable. An 
example will mftke this palpable. If the circulating money of 
this countiry were so redundant, as to require a contraction to 
the amount of 1,000,000/., in order to bring the currency to 
par with foreign currencies ; and if the merchants, who, under 
the adverse exchange, had remittances in specie to effect, 
were to return upon the bank 1,000,000?. of its paper, in 
exchange for gold, to be exported; then the requisite 
contraction of the circulating money would be effected, and 
the adverse exchange would cease. But if the merchants, 
who had this amount of specie to remit, had deposits, and 
drawing accounts with the Bank, and if they were to draw out 
their deposits in gold, for exportation, then no contraction 
of the circulating money would be effected ; the currency 
would remain in excess, and the exchanges would continue 
to be adverse. Let us suppose, that when the exchanges 
turn against us, the Bank has a reserve of bullion to the 
amount of 8,000,000?.; and that the merchants having 
foreign remittances to effect, have deposits and drawing 
accounts with the Bank to a similar amount. In this case, 
if the directors were to adhere to their rule of keeping their 
securities even, the process of drawing out deposits in gold, 
for exportation, might proceed until the coffers of the Bank 
were completely exhausted, without a single note being 
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abstracted from the amount of circulating money} and 
consequently without any contraction of the currency, 
or correction of the exchanges. Under such circumstances, 
however, the directors would throw their rule overboard. 
Instead of keeping their securities even, they would sell 
exchequer bills, narrow their discounts, and thus suddenly, 
Mid rapidly, contract the circulation, until the superstruc- 
ture of credit currency began to give way, and it became 
necessary, in order to avert a domestic panic, that the 
Bank should exercise its otherwise dormant function of 
supporting coinmerdal credit. 

When Lord Spencer brought forward the Government 
measure for renewing the Bank charter, I endeavoured, in 
my place in the House of ConunoQS, to explain this 
intricate and important subject. But no time for consider- 
ation was allowed; and the most important bill of the 
session was hurried through the House with disastrous 
haste. 
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TO THE RIGHT HONOURABLE 



LORD VISCOUNT MELBOURNE. 



My Lord, 

In the Letter which I had the honour of 
addressing to your Lordship, on the State of 
the Money Market, and on Bank Reform, 
the following propositions were affirmed, and, 
as I venture to believe, established. 

First, — That paper money should be so 
regulated as to maintain the currency in the 
same state, with respect to amount and to 
value, in which it would exist, were it ex- 
clusively metallic. 

Secondy — That, in order to maintain the 
currency in this sound and healthy state, it is 
necessary, that the amount of paper money 
in circulation, should be made to increase or 
diminish, under the action of the foreign 
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exchanges, in the same proportions in which 
the amount of coin in circulation would 
increase or diminish under the action of the 
exchanges, if the currency were metallic. 

Thirdy — That if banks of issue were to 
advance one portion of their notes upon 
securities bearing interest, and another por- 
tion by the purchase of treasure ; and if they 
were to keep that portion of their notes 
which they utter upon securities, at a fixed 
and uniform amount, and to allow that por- 
tion of their notes which they advance upon 
treasure, to increase or diminish, as treasure 
flowed into, or flowed out of, their coffers, 
paper currency would be subject to no 
greater fluctuations than those to which 
metallic currency is liable. 

Fourth, — That the rule by which the 
Directors of the Bank of England profess to 
regulate their issues is, not to keep the 
securities upon which they put out their 
paper at a uniform amount, and to let 
their circulation expand and contract, under 
the influence of the exchanges ; but, on the 
contrary, is to keep the whole of their se- 
curities, including those upon which they 
lend their deposits, as well as those upon 
which they issue their paper, at a uniform 
amount, and to allow the whole of their 



liabilities, including their deposits, as well as 
their circulation, to increase or diminish, 
under the action of the foreign exchanges. 

Fifth, — That while the Directors of the 
Bank of England continue to act upoii a rule 
which violates the only sound principle upon 
which paper money can be issued, com- 
mercial revulsions, arising out of derangements 
in the money market, wiU periodically arrest 
the prosperity of the country. 

I assume the foregoing positions as data, 
because they have received general assent ; 
and because Mr. Horsley Palmer, in his 
recent Defence of the Bank of England, has 
not ventured to controvert them. Those 
who are acquainted with the business, as well 
as with the science, of banking, and whose 
opinions on questions connected with the 
circulation, are, therefore, entitled to the 
greatest consideration, concur in condemning 
the conduct of the Directors of the Bank 
of England, and in urging reform in our 
monetary system. Mr. Samuel Jones Lloyd, 
in a publication evincing that union of prac- 
tical with speculative ability, by which 
Franklin and Ricardo were distinguished, has 
traced the causes of the recent derangement 
in the money market, and pointed out the 
means by which those causes may be re- 
moved. Public opinion is prepared ibr Bank 
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Reform ; and the Legislature and the Govern- 
ment have had the path made straight before 
them. 

The great, and, indeed, the only object to 
be aimed at in reforming our monetary system, 
is to cause the amount of currency to vary, as 
the amount of an exclusively metallic currency 
would vary under similar circumstances. The 
' most simple and efficacious means of attaining 
this important object would probably be, to 
confine the issues of paper money to one 
single establishment, not connected with 
commerce, and made responsible to Parlia- 
ment for a strict adherence to the principle 
of issuing, in the first instance, a prescribed 
amount of paper, and of then increasing the 
currency, by purchasing, at the mint price, 
all the treasure offered, when the exchange 
was favourable, and contracting the currency 
by selling, at the same price, all the treasure 
demanded when the exchange was adverse. 
But the establishment of a single bank of 
issue, however desirable, had we to legislate 
upon the subject de novo, would be inex- 
pedient and impracticable, now that there 
have grown up under legal sanction, numerous 
banks of issue, the extinction of which would 
involve an inconvenient and even calamitous 
change in the established usages and course 
of business throughout the country. The 
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only measure of Banking Reform which can, 
under existing circumstances, be brought for- 
ward with a probability of success is, to place 
the banks of issues under such regulations as 
may secure the constant and uniform appli- 
cation of the cardinal principle, of making the 
paper currency expand and contract as an 
exclusively metallic currency would expand 
or contract, under similar circumstances, l^he 
following plan for the regulation of banks of 
issue, is therefore submitted, not under the 
presumptuous expectation |;hat the machinery 
is complete, but in the hope that, should it be 
found to be constructed upon sound prin- 
ciples, those who possess superior knowledge 
of business, combined with science, may 
supply the improvements necessary to render 
it practically efficacious. 



PLAN FOR MAINTAINING THE PAPER CUR- 
RENCY OF THE KINGDOM IN THE SAME 
STATE IN WHICH IT WOULD EXIST WERE 
IT EXCLUSIVELY METALLIC. 

I. All bank paper, including that of the 
Bank of England, whether the issuers com- 
pound for stamp duty or not, shall bear a 
licensing stamp. 
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II. Every bank of issue, including the Bank 
of England, shall be entitled to receive, at the 
Stamp Office, licensing stamps, for an amount 
of notes equal to the average amount of 
its circulation during the preceding twelve 
months, provided it shall have deposited at 
the Mint one-fourth of that amount in gold. 

III. All banks of issue may obtain licensing 
stamps to any amount, upon depositing gold 
for all the excess of notes, over and above the 
three-fourths of their average circulation for 
the preceding yea^ which they may wish to 
issue. 

IV. Banks desirous of issuing a less amount 
of notes than the average amount of the pre- 
vious year's circulation, may obtain licensing 
stamps for such less amount, upon making a 
deposit in gold, not to the extent of one-fourth 
of the average circulation of the preceding 
year, but only to the extent of one-fourth of 
the less amount of notes intended to be is- 
sued. 

V. Banks of issue may at all times withdraw 
any portion of the gold they may have depo- 
sited, by returning their notes to the Stamp 
Office to be cancelled. 

VI. The Mint to receive the deposits of 
gold upon which stamps are to be granted, 
and to give to the depositors bullion receipts. 
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to be exchanged at the Stamp Office for 
stamped paper ; every receipt for an ounce of 
standard gold, entitUng the holder, at his op- 
tion, to receive licensing stamps for bank paper 
to the amount of 3/. 17*. lO^d., or to with- 
draw an ounce of gold from the Mint. 

VII. All banks of issue to be required, not 
only to pay their notes upon demand, but to 
purchase, at the mint price, all standard gold 
which may be offered to them for sale. 

Explanatory Remarks. 

A brief examination will be sufficient to 
show that the operation of the above 
regulations, would be, to render the fluctua- 
tions of our currency precisely equal to the 
fluctuations which would occur in a purely 
metallic currency. This would be the neces- 
sary effect of the proposed regulations, whe- 
ther the exchanges were favourable, or were 
adverse, or were at par. 

Effect of the proposed regulations when the 

exchange is favourable. 

In December 1836, the average amount of 
the paper in circulation, was : — 

Bank of England £17,361,000. 

Private and Joint Stock Banks 1 2,01 2,000. 

, iE29,373,000. 
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Now, had the proposed regulations been in 
force at that period, one-fourth of the paper 
money in circulation, or 7,343,250/., would 
have been represented by gold deposited in the 
Mint ; the other three-fourths, or 22,029, 750/., 
would have been issued upon securities bear- 
ing interest ; and no increase in the amount of 
paper money could h^lve been effected, except 
by an equivalent increase in the gold deposits. 

Let us suppose that, in this state of the 
circulation, the foreign exchanges become 
favourable, and that gold to the amount of 
4,000,000/. is imported. In this case it would 
be the interest of the banks of issue to deposit 
the imported gold, and to issue 4,000,000/. of 
additional paper upon it ; because, by so doing, 
and thus increasing the amount of paper in 
circulation from 29,373,000/. to 33,373,000/, 
they would be enabled, when the next average 
of the paper circulation was taken, to increase 
their issues upon securities bearing interest 
from 22,029,750/. to 25,029,750/. 

The prospect of obtaining this advantage, 
would probably aiford a sufficient inducement 
to the banks of issue to purchase, at the Mint 
price, all the gold offered to them during a 
favourable exchange, and thus to extend the 
currency in the same proportion in which it 
would be extended by a similar course of ex- 
change, were it exclusively metallic. 
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But should this motive be insufficient, and 
should there be any uncertainty as to whether 
the banks of issue would at all times be willing 
to purchase, at the Mint price, the gold of- 
fered to them for sale, this object would be 
attained by rendering it compulsory on the 
banks of issue, not only to give gold in ex- 
change for their paper, but also to give their 
paper in exchange for gold. Under the pro- 
posed regulationSy therefore, a favourable 
exchange would cause an expansion of the 
currency y exactly equal to the expansion which 
would take place were the currency exclusively 
metallic. 

Effect of the proposed regulations under an 

adverse exchange. 

We will assume, as before, that the pro- 
posed regulations are adopted when the amount 
of paper money in circulation is, as it was in 
December 1836, 29,373,000/., and that con- 
sequently three-fourths of this amount, or, 
22,029,750/., are issued on securities bearing in- 
terest; and one-fourth, or 7,343,250/. is issued 
on the deposits of gold. In this state of the cir- 
culation, let the exchanges become adverse, until 
gold, to the amount of 4,000,000/. is exported ; 
and the necessary result will be a contraction 
of the circulation by 4,000,000/., or from 
29,373,000/. to 25,373,000/. For the banks 
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cannot issue more than 22,029,000/. of paper, 
except upon deposits of gold ; and were they, 
under the adverse exchange, to sell their se- 
curities in order to purchase gold, and then to 
deposit gold for the purpose of issuing an 
increased amount of paper upon new securi- 
ties, the adverse exchange would cause this 
increased amount of paper to be immediately 
returned upon them for gold, and they would 
be compelled to resell their new securities, in 
order to get back the extra paper they had 
issued, and to send it to the Mint in exchange 
for their deposits of gold, with which to pay 
their returned paper. 

By these operations, the banks could not 
obtain any advantage, but, on the contrary, 
would be exposed to the risk of loss ; because, 
when compelled to throw their new securities 
upon the market, they could scarcely realize the 
prices which they had paid for them. Under 
the proposed regulations, therefore, an ad- 
verse exchange would came a contraction of 
the currency exactly equal to the contreu^tion 
which would take place were the currency 
exclusively metallic. 

Effect of the proposed regulations when the 
exchanges are at par. 

It is obvious that the adoption of the pro- 



15 



posed regulations would have the effect of 
preventing either a contraction or an expan- 
of the currency, so long as the exchanges 
were at par. Expansion could not take place, 
unless the banks of issue should increase their 
deposits of gold. But in what way could 
they increase such deposits, while the exchange 
remained at par ? Only by selling securities 
and purchasing gold. But if the banks of issue, 
while the exchanges remained at par, were to 
sell securities and to purchase gold, and were 
then to pledge this gold, in order to be allowed 
to put out an additional amount of paper, 
the circulation would be rendered redundant; 
there would arise a demand for gold for ex- 
portation, and in order to supply this demand, 
the banks of issue would be again compelled 
to dispose of their securities for the purpose 
of redeeming the additional amount of trea- 
sure which they had pledged. Thus, after 
encountering the inconvenience, and incurring 
the loss, occasioned by a forced purchase of 
gold, and a forced sale of securities, the banks 
of issue would find their circulation reduced 
to its previous amount. 

Under the proposed regulations, the circu- 
lation would not be liable to contraction while 
the exchanges remained at par. If the banks 
of issue had uttered 22,029,750/. of paper 
upon securities bearing interest, and 7,843,250/. 
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upon deposits of gold, they would not volun- 
teer a sale of their securities for the purpose 
of contracting their issues and diminishing 
their profits ; neither would they volunteer a 
contraction of their issues by sending their 
paper to the Mint in exchange for the gold 
they had deposited ; because, were they to 
adopt such a course, they would be under the 
necessity, when the next average for deter- 
mining the amount of their licensing stamps 
came to be taken, of selling securities to the 
amount of 300/. for every 100/., by which 
the average amount of their gold deposits 
might be diminished. 

The foregoing illustrations are, as I con- 
ceive, sufficient to demonstrate, that the 
effect of the proposed system would be, to 
maintain the circulation in the same state^ 
both with respect to amjount and to valuer in 
which it would exist were it exclusively metallic. 

Under the proposed regulations^ the pay- 
ments between London and the provinces^ 
tpouldbe conducted upon the same princi- 
ples, and with the safne results, as ^ the 
currency were purely metallic. 

It may be seen at a glance, that the adop- 
tion of the proposed arrangements would cause 
the payments between London and the pro- 
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vinces to be made in such a way, as would 
distribute the currency throughout the dif- 
ferent parts of the kingdom, in the same rela- 
tive proportions in which it would be distri- 
buted, were such payments effected by an 
exclusively metallic medium. Let us suppose 
that the bills drawn by London upon Man-* 
Chester exceed by 10,000/. the bills drawn 
by Manchester on London ; and that London 
has therefore to remit to Manchester a balance 
of 10,000/. in cash to meet the excess of bills. 
If the currency were purely metallic, this pay- 
ment would be effected by the transmission of 
10,000 sovereigns from London to Manchester; 
and this transmission of gold would reduce the 
currency of London, and increase that of Man- 
chester by the amount of 10,000/. Now, if a 
similar payment were effected under our existing 
monetary system, a different result would follow. 
For, under our existing system, when a ba- 
lance in sovereigns, or in Bank of England 
notes, is remitted from London to the pro- 
vinces, the Bank of England may, at the 
same time, increase its issues, and thus con- 
tinue the previously existing proportion be- 
tween the London and the provincial currencies. 
When balances in cash have to be remitted 
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from London to the provinces, and when the 
London currency is not diminished, by the 
same amount by which the provincial currency 
is increased, then, the whole currency of the 
kingdom may become redundant in relation to 
foreign currencies, until an adverse exchange, 
and an exportation of the metals, restore the 
equiUbrium. But under the proposed arrange- 
ments, no such injurious consequences could re- 
sult. If, under these arrangements, London had 
to transmit to Manchester a balance of 10,000/. 
in cash, the person effecting the remittance 
would take 10,000/., in Bank of England 
notes, to the Stamp Office, and exchange 
them for a like sum in the Mint notes there 
deposited; and these Mint notes, whether 
remitted to Manchester, or merely transferred 
at the Stamp Office to the credit of a Man- 
chester bank, to become the deposit for an 
additional issue of provincial- paper, would 
occasion an extension of currency in Man- 
chester. Thus 10,000/., in Bank of England 
notes, would be withdrawn from the London 
circulation, and locked up at the Stamp Office ; 
while 10,000/. in Mint notes, or their repre- 
sentatives in provincial paper, would be added 
to the Manchester circulation. Now, this 
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distribution of the currency is exactly identical 
with that which would have been effected, 
had the medium of exchange been wholly 
metallic, by the remittance of a cash balance 
of 10,000/. from London to Manchester. 

Let us now consider the comparative effect 
of remitting, under the proposed arrange- 
ments, a cash balance of 10,000/. from Man- 
chester to London. Were the circulation 
wholly metaUic, and did the bills drawn by 
Manchester on London exceed those drawn 
by London on Manchester, to the amount of 
10,000/., then 10,000/. in metallic money, 
would be transferred from the circulation of 
Manchester, and added to the circulation 
of London : the London currency would be 
increased, while the provincial currency was 
diminished. Now the payment, by Man- 
chester to London, of a cash balance of 
10,000/., would have a different effect under 
our existing monetary system, and would di- 
minish the provincial, without increasing the 
metropolitan circulation ; for, under the exist- 
ing system, the payment would be effected 
in the following manner. The person in Man- 
chester who had the payment to make, would 
return 10,000/. in the provincial currency, 
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upon the banks which had issued it^ and would 
obtain a bill upon London for that amount ; 
and the bank of issue, in order to provide for 
the payment of the bill, would sell a portion 
of the securities held by it in London. By 
this process, no augmentation of the London 
currency could be effected, ' Under the pro- 
posed arrangements, however, the London 
currency would be increased by the same 
amount by which the provincial currency 
would be diminished. For a bank of issue 
in Manchester, having to provide cash in 
London, for the payment of a bill of 10,000/., 
would obtain the command of that amount 
of cash, not by selling securities in London, 
but by sending to the Stamp Office 10,000/. 
in its own paper, and by withdrawing 10,000/. 
in the Mint notes it had pledged ; and these 
Mint notes paid over to the holder of the 
bill in London, would add to the metropoUtan 
circulation a sum exactly equal to that which 
had been abstracted from the provincial circu- 
lation. 
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The proposed arrangements would protect the 
Bank of England against the effects of oner 
issues of paper by the provincial banks. 

Under the existing system, when the pro- 
vincial banks issue their paper to excess, the 
currency of the provinces becomes redundant, 
not only in relation to the currency of London, 
but also in relation to the currencies of foreign 
countries; the exchanges between the pro- 
vinces and London, and also between the 
provinces and foreign parts, are turned against 
the provinces ; and the merchants of the pro- 
vinces are compelled to provide themselves 
with an extra amount, both of London bills, 
and of foreign bills. The process will be 
thus — the merchants of the provinces who 
require the extra amount of bills, will return 
the provincial currency upon the provincial 
banks of issue, in exchange for bills upon Lon- 
don ; and these banks will sell a portion of the 
securities they hold in London, in order to pay 
the bills in London currency. Now, this part 
of the process, though it contracts the cur- 
rency of the provinces, leaves the amount of 
the London currency exactly as before. The 
next step of the process, however, contracts 
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the currency of London, and creates a drain 
upon the coffers of the Bank of England. The 
provincial merchants who had obtained a com- 
mand of London currency in the manner just 
described, and who had the foreign balances 
to pay, would go into the market and pur- 
chase the extra foreign bills which they re- 
quired: and the London Cambists, in order 
to provide for the extra amount of foreign 
bills which they granted, would return Bank 
of England notes in exchange for gold for ex* 
portation. Thus, under our existing system, 
the Bank of England is under the necessity 
of providing a supply of treasure sufficient, 
not only to meet the drains for gold occasioned 
by its own over-issues, but also to meet the 
drains occasioned by the over-trading of all 
the banks of issue throughout the kingdom. 
Now this state of things, while it is prejudi- 
cial to the Bank of England, inflicts frequent 
and serious injury on the whole of the com- 
mercial and trading classes within the metro- 
politan district. Though the currency of the 
metropolis may be at par with foreign curren- 
cies, yet over-trading by the provincial banks, 
may turn the foreign exchanges against this 
country, and compel the Bank of England to 
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protect its coffers by contracting its issues, 
and raising the value of the London currency 
above the level at which exports and imports 
balance. This is a cause of commercial pres* 
sure which is inherent in our present monetary 
system, and which the most prudent and ju- 
dicious management on the part of the di- 
rectors of the Bank of England, cannot 
remove. 

The arrangements which I have ventured 
to propose, would afford an appropriate re- 
medy for the evils above described. If these 
arrangements were adopted, and if the pro- 
vincial banks were to issue paper to excess, 
the exchanges, as well between the provinces 
and the metropolis, as between the provinces 
and foreign parts, would be turned against the 
provinces in the same way as before ; and 
provincial paper would, as before, be returned 
upon the banks of issue, in exchange for bills 
upon London. But between the results of 
these operations, under the existing, and under 
the proposed system, there would be this very 
important difference. Under the ^proposed 
system, the provincial banks, instead of selling 
their London securities to meet the extra bills 
they might be obliged to draw upon London, 
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would send to the stamp department the re- 
dundant paper which had been rendered 
valueless to them by being returned upon their 
hands, and would withdraw the deposits of 
Mint notes upon which it had been issued. 
The Mint notes thus set free, would bring an 
additional supply of gold into the London 
market, equal in amount to the whole excess 
of provincial paper which had been issued 
and returned. There would be no drain 
upon the coffers of the Bank of England, no 
undue contraction of the London currency, 
no crisis in the money market, occasioning 
commercial embarrassments. 

The proposed arrangement would prevent the 
recurrence of those derangements of the 
Currency which are produced by accumula- 
tions of trecmire in the coffers of the Bank 
of England, and by the efforts made by the 
Directors, to force their unprofitable accu- 
mulations into circulation. 

It not unfrequently occurs that a reserve of 
treasure, exceeding the requisite proportion, 
accumulates in the coffers of the Bank of 
England. As such accumulations yield no 
profit to the bank, the directors of that esta- 



25 



blishment, in justice to their constituents, 
become desirous of investing them in available 
securities bearing interest But if the foreign 
exchanges continue to be favourable, or at 
par, this object cannot be effected, without 
rendering the currency redundant in relation 
to foreign currencies, turning the exchanges 
against us, and causing a demand for gold for 
exportation. 

Let us assume that the Bank of England acts 
upon its professed principle of holding, when 
the exchanges are at par, a reserve of treasure 
equal to one-third of its circulation ; and that, 
while its circulation upon securities continues 
at 12,000,000/. its treasure, under a long con- 
tinued favourable exchange, has accumulated 
to 15,000,000/. In this case, the bank will 
have issued 9,000,000/. of additional paper 
in purchasing gold, and its whole circu- 
lation would be increased from 18,000,000/. 
to 27,000,000/. Now, as the 15,000,000/. of 
gold will exceed by 6,000,000/. the proportion 
of one-third, which the treasure ought to 
bear to the circulation, the Bank will hold an 
excess of unproductive assets, to the amount 
of 6,000,000/. How is this excess of unpro- 
ductive assets to be invested in securities 
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bearing interest ? Only by a further aug- 
mentation of the currency- If the Bank em- 
ployed its 6,000,000/. of superfluous treasure 
in the purchase of securities, the currency 
would be increased from 27,000,000/. to 
33,000,000/, Now, by the supposition upon 
which we are arguing, the currency was at 
par with foreign currencies, when, under the 
action of the exchanges, it was increased £rom 
18,000,000/. to 27,000,000/.; and, conse- 
quently, this further extension to 33,000,000/* 
under the action of the Bank, must render the 
currency redundant in relation to foreign cur- 
rencies. The exchanges would become 
adverse ; paper would be returned upon the 
Bank for gold ; and the proportion between 
its treasure and its circulation would be 
speedily restored to its former ratio of one to 
three* If the Bank had kept the securities upon 
which it paid paper, steadily at 12,000,000/., 
the proportion of one to three between its 
treasure and its circulation would be restored, 
when the return of paper for gold had re^ 
duced its issues upon gold to 6,000,000/. At 
this point the currency would be brought to 
its original amount of 18,000,000/. But the 
Bank could have no power to arrest the unfa- 
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vourable course of exchange at this point of 
adjustment. The drain upon its coffers would 
probably be prolonged. When the undue 
extension of the currency, by raising prices, 
checking exports, and increasing import, had 
occasioned a large unfavourable balance of 
foreign payments, gold might continue to 
flow out, until the treasure of the Bank be- 
came reduced considerably below the proper 
amount of 6,000,000/. Before the exchanges 
settled to par, the gold in the coffers of the 
Bank might be reduced to 3,000,000/. Now, 
this would be equal to only one-sixth of its 
circulation ; and the bank would deem it ne- 
cessary to increase its treasure to the safe pro- 
portion of one-third of its circulation* But 
while the exchanges remained at par, the 
bank would find it impossible to regain 
3,000,000/. of the gold which it had driven out. 
After having extended its issues, and rendered 
the currency redundant, in order to force out 
gold, it would be obliged to contract its issues, 
and to render the currency defective, in order 
to draw in gold. 

It is evident that the Bank could possess 
no immediate power to arrest the influx 
of gold, and to prevent the re-accumulation 
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of treasure in its coffers, beyond the re- 
quired proportion. When the forcible [con- 
traction of its issues had rendered the cur- 
rency more valuable than foreign currencies, 
and had thus increased exports and diminished 
imports, until a large balance of payments 
became due to us from foreign countries, 
gold might continue to flow in, and to create 
once more an excess of unproductive assets 
in the coflTers of the Bank. This would lead 
to another forcible expansion of the currency, 
and this would be again followed by another 
contraction. 

These deep and calamitous fluctuations, 
which are inherent in our existing monetary 
system, could not be experienced, were the 
currency exclusively metallic. If the cur- 
rency consisted of 18,000,000/. in gold, and 
it required an extension of 6,000,000/. to 
bring down its value to par with foreign 
currencies ; then, under the consequent fa- 
vourable exchange, there would be an influx 
of the metal, increasing the circulation by 
6,000,000/. and no more. On the other hand, 
if it should require a contraction of the cur- 
rency, to raise its value to par with foreign 
currency ; then, under the consequent adverse 
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exchange, there would be an afflux of the 
metals, reducing the circulation by 6,000,000/. 
and no less. In the former case, there could 
be no forced expansion, rendering the cur- 
rency redundant in relation to foreign cur- 
rencies ; and, in the latter case, there could 
be no undue contraction, rendering the cur- 
rency deficient in relation to foreign currencies. 
Now, it will be apparent, that, under the pro- 
posed arrangements, results exactly similar 
would be produced. 

Let us assume that the proposed arrange- 
ments have been adopted, and that the 
average circulation of the Bank of England 
has been 18,000,000/. Under these circum- 
stances, the amount of paper which the Bank 
could issue upon securities, would be Umited 
to 12,000,000/. ; and its remaining issues of 
6,000,000/. would be made upon deposits of 
gold. A favourable exchange, increasing the 
treasure of the Bank from 6,000,000/. to 
9,000,000/., would be accompanied by an in- 
creased issue of paper upon gold deposits, 
from 6,000,000/. to 9,000,000/. ; but, as the 
Bank could not increase its issues upon secu- 
rities, no extension of the currency, reducing 
its value below that of foreign currencies. 
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could, by possibility, take place. But if there 
could be no issues of paper reducing the va- 
lue of the currency below that of foreign 
currencies, there could be no rise of prices 
above the level at which exports are equiva- 
lent to imports ; and, consequently, no unfa- 
vourable balance of foreign payments, causing 
a sudden and alarming abstraction of treasure 
from the coffers of the Bank, forcing the 
directors to protect their establishment by 
selling their securities, and by thus contracting 
their circulation, not merely in the degree which 
might be necessary to bring the exchanges to 
par, but in the further degree which might be 
requisite to raise the value of the currency 
above the value of the currencies of other 
countries, and to cause the stream of gold to 
flow back into the coffers of the Bank. 

Thus we see that the same regulation 
which deprived the banks of the power of 
forcing gold out, by extending its issues until 
the currency became less valuable than the 
currencies of other countries, would, at the 
same time, relieve it from the necessity of 
forcing gold in, by contracting its issues, until 
the currency became more valuable than the 
currencies of other countries. Nor is this all. 
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Under the proposed regulations^ inconvenient 
accumulations of treasure, in the coffers 
of the Bank, would be effectually prevented. 
It is the self-created necessity which the 
Bank is occasionally under, of recalling the 
gold it has expelled, by rendering money 
more valuable in this, than in other coun- 
tries, which causes an undue augmentation 
of its unproductive assets. The Bank has 
too much treasure at one time, because it had 
too little at another. To limit the extent of 
the oscillation on one side, is to limit it on 
the other also. 

Under the proposed arrangements, however, 
a source of derangement would still remain, 
which it is necessary to state, and to explain, 
and to provide against. To make the nature 
and extent of this source of derangement ap- 
parent, it may be proper to take an illustrative 
example. Let us assume that, during a pre- 
ceding year the average circulation of the 
Bank of England has been 18,000,000/., and 
that consequently its issues of paper upon se- 
curities has been limited, during the next 
succeeding year, to 12,000,000/.; while, in 
consequence of a favourable exchange, its 
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average issues of paper upon deposits of bul- 
lion, have risen from 6,000,000/. to 9,000,000/. 
Under these circumstances, the average circu- 
lation of the Bank, during the second succeed- 
ing year, would be not 18,000,000/., but 
21,000,000/. ; and, therefore, at the expiration 
of the second year, the Bank would be 
authorised, by the proposed regulations, 
to increase its issues upon securities from 
12,000,000/. to 14,000,000/- ; while its circu- 
lation upon deposits of bullion continued to 
be 9,000,000/. Thus, the whole circulation of 
the bank would be increased from 18,000,000/. 
to 23,000,000/. But, under the circumstances 
assumed for illustration, the action of the 
favourable exchange has increased the cir- 
culation of the Bank only from 18,000,000/. 
to 21,000,000/. ; and, therefore, upon taking 
the new average for determining the amount 
^ of paper to be issued upon securities, an undue 
expansion of the currency, to the amount of 
2,000,000/., might be occasioned. 

On the other hand, an adverse exchange 
might occasion an undue contraction of the 
currency. Let us suppose, that, after the Bank 
has issued 12,000,000/. upon securities, and 
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6,000,000/. upon bullion, an unfavourable 
exchange reduces the yearly average of the bul- 
lion circulation from 6,000,000/ to 3,000,000/. 
In this case, the whole average circulation, 
by which the amount of paper to be issued 
upon securities during the succeeding year, is 
to be determined, will be reduced from 
18,000,000/., its amount in the preceding 
year, to 15,000,000/., and, consequently, the 
Bank will be restricted from issuing upon se- 
curities, a greater amount of paper than 
10,000,000/. ; while its issues upon bullion, 
unless the exchange should improve, will 
continue to be 3,000,000/. Under these cir- 
cumstances, the currency will be contracted 
from 18,000,000/. to 13,000,000/. But the 
contraction effected by the action of the ad- 
verse exchange, was only from 18,000,000/, 
to 15,000,000/. ; and, consequently, the ope- 
ration of the proposed regulation, under the 
circumstances here assumed, would be, to 
occasion an undue contraction of the currency 
to the amount of 2,000,000/. 

It is probable, that derangements of the 
currency, proceeding from the cause here 
described, would be neither frequent nor con- 
siderable. The alternate influx and efflux of 
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the precious metals, which occurs under our 
existing monetary system, is mainly occasioned 
by the fluctuating amounts of paper which 
the banks of issue advance upon securities. 
Were these banks compelled, as they would 
be under the proposed arrangements, to keep 
the securities upon which paper is issued, at 
a uniform amount for any considerable period, 
the foreign exchanges, during that period, 
would be rendered comparatively steady, and 
the average amount of treasure at the dis- 
posal of the banks, would rarely be either 
much increased or much diminished. 

In considering the means of preventing 
derangements of the currency, arising from 
an increase, or from a diminution, of the 
average amount of treasure at the disposal 
of the banks, at those periods when the 
amount of their issues upon securities came 
to be re-adjusted, it must be apparent that, 
under all ordinary circumstances, such de- 
rangements would be rendered less frequent, 
and less considerable, by extending the period 
of adjustment. If we were to take the 
average circulation of the Bank, not for one 
year, but for three, or for four years, the effect 
of a temporary influx or efflux of bulljion, 
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in altering the average, would be dimi- 
nished, as the period over which the ave- 
rage extended was increased. But, on 
the other hand, if the amount of treasure 
which the commerce of the country could 
command, was permanently increasing or 
permanently diminishing, then, the more the 
period of re-adjustment was extended, the 
greater would be the difference between the 
average circulation of the Bank at one period, 
and at another. In this case, though de- 
rangements in the currency would be less 
frequent, yet when they occurred, they would 
be more considerable. Other means of pre- 
venting a derangement of the currency at the 
periods of re-adjustment, should therefore, 
under such circumstances, be resorted to. 

One means of preventing derangements 
of the currency at the periods of re-adjust- 
ment, would be, to render the extension or 
contraction of the paper circulation at such 
periods, not sudden, but gradual. For ex- 
ample, if the average circulation of the Bank, 
during the preceding period of re-adjustment, 
entitled the Bank to increase its issues of 
paper upon securities by 2,000,000/., then 
the directors might be required to take out 
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their additional licensing stamps, not all at 
once, but by slow instalments. 

In like manner, if the average circulation, 
during the preceding period of adjustment, 
required a contraction of the paper issued 
upon securities, the contraction might be 
effected by calling upon the Bank to return 
its supernumerary stamps, not suddenly, but 
in a manner so gradual as to prevent any very 
sensible pressure on the money market. 

There is another, and a still more effectual 
way of preventing derangements in the circu- 
lation at the periods of re-adjustment. When 
an increased average circulation has entitled 
the Bank to issue a larger amount of paper 
upon securites, the Mint should sell Exche- 
quer bills and purchase bullion from the 
Bank ; and on the other hand, when a dimi- 
minished average circulation calls for a dimi- 
nished issue of paper upon securities, then the 
Mint should return gold to the banks in ex- 
change for paper, and with the paper purchase 
back Exchequer bills. These measures, would 
be found perfectly effectual in preserving 
the currency, at the times of re-adjustment^ 
•in the same state in which it would exist were 
it wholly metallic. 
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Let us suppose, that after the Bank has 
issued 12,000,000/, of paper upon securities, 
and 6,000,000/. on bullion, a favourable ex- 
change increases its average issues upon 
buUion to 9,000,000/., making its whole cir- 
culation 21,000,000/. In this case, the Bank, 
at the next ensuing re-adjustment, would be 
entitled to issue 14,000,000/. upon securities ; 
and if it continued to issue 9,000,000/. upon 
l)ullion, the currency would be increased to 
23,000,000/.; that is, would exceed by 
2,000,000/. the limits marked by the favour- 
able exchange. Under these circumstances, 
the currency would be preserved at its pro- 
per amount, if the Mint, when authorising 
the Bank to increase its issues upon securities 
from 12,000,000/. to 14,000,000/., had, at 
the same time, purchased from the Bank 
2,000,0U0/. of its gold. 

Again, when the Bank had issued 
12,000,000/. of paper upon securities, and 
6,000,000/. upon gold, then an unfavourable 
exchange, reducing its issues upon paper 
to 3,000,000/., and the whole circulation to 
15,000,000/., would, on the next re-adjust- 
ment, limit the issue of the Bank upon secu-* 
rities to 10,000,000/., and reduce the whole 
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circulation to 13,000,000/. ; or to 2,000,000/. 
less than the amount indicated by the un- 
favourable exchange. Now, it is apparent, 
that if the Mint selected this occasion for 
issuing, in the form of coin, the 2,000,000/. 
of bullion which it had purchased when the 
exchanges were favourable, the currency 
would be maintained at what may be termed 
the exchange level. 

The proposed arrangements^ would compel the 
Bank to keep its business as a bank of issue j 
entirely distinct from its business as a bank 
of deposit and discount. 

A currency, composed of convertible paper 
and coin, is in a sound and healthy state, 
when it contracts and expands under the ac- 
tion of the exchanges, in the same way, and 
to the same extent, in which an exclusively 
metallic currency would contract and expand, 
under the influence of the exchanges. If 
our currency were exclusively metalUc, an 
unfavourable exchange would abstract, a fa- 
vourable exchange would restore, a portion 
9f the coin. But when the Bank allows the 
exchanges to effect an increase or diminution. 
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not in its circulation, but in its deposits, 
then the amount of Bank notes is not 
increased or diminished in the same propor- 
tion in which, were the currency purely me- 
tallic, a like course of exchange would in- 
crease or diminish the amount of coin. Un- 
der the proposed arrangements, however, 
the Bank J)irectors could not thus depart 
from principle. The amount of Bank notes 
would increase or diminish as the amount of 
coin would increase or diminish, were the 
currency exclusively metallic. If the Bank, 
under the proposed regulations, had issued 
12,000,000/. upon securities, and 6,000,000/. 
«upon its bullion deposited at the Mint ; and 
if it held at the same time deposits to the 
amount of 12,000,000/, then, if the mer- 
chants having deposits with the Bank, were 
to require 2,000,000/. in gold for exportation, 
the Bank would be compelled to send 
2,000,000/. of its notes to the Mint for the 
purpose of releasing the gold it was required 
to pay ; and thus the amount of Bank notes 
withdrawn from circulation, would be exactly 
equal to the amount of coin, which a like 
course of exchange would have withdrawn 
from circulation, had the currency been purely 
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metallic. Under the existing system, the 
result might be very different. At present, 
when merchants who have deposits with the 
Bank of England, draw out their deposits in 
gold, the effect is to diminish the liabilities 
and assets of the Bank ; but not to withdraw 
from circulation an amount of paper equal 
to the amount of coin which would have been 
withdrawn from circulation, under a similar 
state of the exchanges, had the currency 
been metallic. 

ConcliLsion. 

The foregoing illustrations are sufficient,* 
as I conceive, to demonstrate that the effect 
of the proposed regulations would be, to 
maintain the currency in the same state, both 
with respect to amount and to value, in which 
it would exist, were it composed exclusively 
of the precious metals. Should it be appre- 
hended that the adoption of the system im- 
mediately, and at. once, would operate too 
stringently upon the banks of issue, it might 
be introduced gradually; the proportional 
deposits of gold being called for by suc- 
cessive instalments. 
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There is another important consideration. 
Would not the adoption of the regulations 
here proposed, . render it perfectly safe to 
allow the banks again to issue one and tw o 
pound notes ? And would not the restoration 
of this privilege go far to give them the com- 
mand of the amount of gold which would be 
required tb be deposited under the proposed 
regulations ? The re-issuing of one and two 
pound notes would occasion a considerable 
saving in the expense of maintaining the 
coinage. 

The expediency, under the new regu- 
lations adopted by the Mint of the United 
' States, of substituting, in this country, a 
silver for a gold standard, is a question upon 
which I entertain a strong opinion ; but 
upon the consideration of which I will not 
now enter. 

Of all the administrative reforms which can 
engage the attention of the Government and 
the Legislature, the reform of our monetary 
system is the most important. Under this 
impression, I venture to hope that your Lord- 
ship will receive with favourable consideration 
this attempt to contribute, as far as maybe 
in my power, towards removing the causes 
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of those fluctuations in the value of the car- 

* 

rency, the advents of which spread bhght and 
ruin through the land. 

I have the honour to be, 

With the highest respect. 

My Lord, 

Your Lordship's most obedijsnt and 
most humble Servant, 

R. TORRENS. 



APPENDIX. 



Speech delivered by Colonel Torrens, in the House of 
Commons, 2Sth ^ June, 1833, on moving that the con- 
sideration of the question of renewing the Charter of the 
Bank of England be postponed. 

The order of the day being read, the House went into com- 
mittee on the Bank charter acts. , 

The chairman having put the first resolution, '^ That it was 
^^ the opinion of the committee that it was expedient to continue 
'^ to the Bank of England for a limited period the enjo3rment of 
*^ certain privileges now vested by law in that corporation^ subject 
" to provisions hereafter to he made." 

Colonel ToRRENS said that, in rising to move the amendment 
of which he had given notice, he would not occupy the tin^e of the 
House with any preliminary observations. He would proceed at 
once to state the object of his motion, and to ejiiplain the grounds 
upon which he ventured to hope that the House might be mduced 
to sanction the proposition which a sense of the vast interests at 
issue impelled him to submit to its consideration. In moving 
that the consideration of this question be postponed until the 
next session, his object was delay, for the purpose of obtaining 
sufficient time for the mature and deliberate consideration of this 
most important question. He ventured to demand this delay, 
upon grounds established by the report of the committee appointed 
last year to inquire into the expediency of renewing the charter 
of the Bank of England. That report stated, in the most distinct 
and unambiguous manner, that further inquiry and more ample 
information were necessary before Parliament proceeded to the 
discussion of this most important question. The report contained 
this remarkable sentence. ^^ The period of the session at which 
^^ the committee commenced their labours, the importance and 

extent of the subject, and the approaching close of the session, 

will sufficiently account to the House for the limited progress 
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*^ of the inquiry, and for the incompleteness of the materials 
•' which have been collected for the purpose of forming an opi- 
" nion." Now, the noble lord (the Chancellor of the Exchequer) 
was chairman of the Bank committee, and as such, if he was 
not the father he was at least the sponsor of the report, the 
language of which was the language of the noble lord: and 
therefore he (Col. Torrens) could not but s^jpticipate the support 
of the noble lord on the motion with which he should conclude. 
The noble lord, in the report of the committee, of which he was 
chairman, had stated it as his deliberate conviction that sufficient 
-information had not been laid before the House for the purpose 
of forming an opinion ; and would he then refuse his assent to 
a motion having for its object the prosecution of that fuller 
inquiry, and the acquisition of that ampler knowledge, which 
he himself had pronounced to be essential ? The noble lord 
would not treat that House so lightly, or so stultify the 
Commons of England, by calling on them to decide without 
the materials for forming an opinion. Were a committee, 
appointed up stairs upon a turnpike trust or parish vestry, 
to report that they were unable to complete their inquiry 
or to collect materials for forming an opinion, would the 
chairman of such committee venture to call upon the House 
to come to a decision even upon the most trivial and unimportant 
private bill? Would, then. His Majesty's ministers pursue a 
sinrilar course with respect to the renewal of the charter of the 
Bank of England ? Was it conceivable that they would call 
upon the House of Commons to decide, without the materials for 
forming an opinion, a question of the highest national importance ? 
Incomplete and inadequate as was the report of the Bank charter 
committee of last year, it was, nevertheless, highly valuable and 
important. It gave the House no information with respect to that 
which ought to be done, but it suppUed the most ample inform- 
ation respecting that which ought not to be done. The 
evidence taken before that committee contained the fullest proof 
and the most conclusive demonstration that the control of the 
circulating medium ought no longer to be entrusted to the Bank 
of England. The competence of the witnesses who gave this 
testimony could not be questioned. These witnesses were the 
governor and directors of the Bank of England, who were 
examined before the secret committee of last year, and who 
freely acknowledged that in 1796, 1812, and 1819, their 
predecessors in office were ignorant of the elementary principles of 
money and currency, and caused by their errors and mismanage- 
ment ruinous fluctuations in the value of property. The present 
directors, however, claimed for themselves the possession of 
superior wisdom, and seemed to assert, that subsequent to the 
great panic of 1825-26, they had seen cause to correct the errors 



of their former ways ; and that, acting under the protection of 
science, and armed wi^ the power of knowledge, they would 
now, through all future time, avert from the country calamities 
similar to those which the mismanagement of their predecessors 
had created. In examining the conduct of the Bank directors 
with a view to ascertain their competence to regulate the circu- 
lation of the country, he would give them all the advantage of 
the change in the system of management for which they claimed 
credit. He would deal by them with perfect fairness, and would 
not travel back to visit upon the Bank the previous errors before 
the new system of management had commenced. He would 
judge it by the conduct pursued subsequently to 1827, the period 
at which the directors professed to have corrected the acknowledged 
errors of their former ways, and when that new system of ma- 
nagement was brought into full operation. In order to determine 
whether the Bank of England, under its improved management, 
was competent to regulate the circulating medium of the country, 
it would be necessary to ascertain, in the first place, what were 
the actual eflFects produced upon the currency by the new system 
of management ; and to exaipine, in the second place, into the 
soundness of the principles upon which this new system was 
founded. Now, with respect to the actual effects produced upon 
the currency, if hon. members would be at the trouble of referring 
to the appendix of the report, they would find that since the 
adoption of the new system the fluctuations in the currency 4iad 
been quite as great as they were before its adoption. It would 
be seen by the appendix No. 83, that on the 6th of January, 
1827, the circulation was 18,300,000/., and that on the 21 st of 
July following it was extended to 23,800,000/., being an increase 
of 5,500,000?. This expansion of the currency was speedily 
followed by a more than corresponding contraction, and in 
December 1831, the circulation fell to 16,700,000/. Thus it 
was proved by their own documents that the improved system 
recently adopted by the directors had not the practical effect of 
giving steadiness to the currency. Upon their own showing the 
amount of the circulation in July 1827, exceeded by nearly 50 
per cent, its amount in December 1831, being a greater fluc- 
tuation than any which took place during the same period of four 
years preceding the 1821 panic. The lowest amount of circulation 
from July 1821, to December 1825, was 16,000,000/., and the 
highest 23,300,000/., being a fluctuation something less than that 
which had been produced under the improved system of manage- 
ment. So much for the practical effects of that improved system of 
management, the adoption of which by the directors of the Bank of 
England was deemed sufficient to obliterate the recollection of all 
former errors, and to atone for all the calamities of which those 
errors were parental. The new system, as explained by Mr. Horsley 



Palmer, the Governor of the Bank, was this : — When the currency 
wasfiill, as indicated by the exchanges being at par, the treasure of 
the Bank in bullion and coin was kept at one>third of its liabilities, 
including circulation and deposits ; and from the level of fulness, 
as indicated by the foreign exchanges being at par, the currency 
is allowed to expand or to contract, according as the exchanges 
may become favourable or un&vourable. To explain this system 
by an example — if, when the exchanges were at par, the 
circulation issued by the Bank be 20,0(K),000/. and its deposits 
10,000,000/., then the whole of the liabilities being 30,000,000/., 
the Bank will provide itself with treasiure to the amount of 
10,000,000/. In this state of things, should a favourable exchange 
throw into the Bank an additional supply of gold to the amount 
of 6,000,000/. the Bank, in paying for this bullion, would issue 
6,000,000/. of notes, and the circulation lyould be increased from 
80,000,000/. to 25,000,000/. On the other hand, were the 
exchanges to become unfavourable, and to reduce the treasure of 
the Bank from 10,000,000/. to 5,000,000/., the Bank would not 
re-issue the 6,000,000/. returned upon it in payment of the gold 
withdrawn, and the circulation would be reduced from 20,000,000/. 
to 16,000,000/. 'This was the new system of the Bank directors, 
and they had adopted it, as stated by Mr. Ward, in order that 
they might not alter the King's coin, and in order to preserve the 
paper currency from any fluctuations greater than those which the 
action of the foreign exchanges would occasion were the currency 
purely metallic. This was, doubtless, a good and legitimate object, 
but the evil was, that under the S3rstem of the Bank directors its 
attainment was impossible. The working of their system was 
directly the reverse of that which they intended. Its necessary 
effect would be to occasion fluctuations in the currency, greater 
to an indefinite extent than those which the action of the foreign 
exchanges would create were the currency wholly metallic. It 
was obvious that were the currency wholly metallic, no fluc- 
tuations, no deep vibrations in the amount of the currency, could 
take place while the foreign exchanges remained at par. But 
under the vaunted system of the Bunk directors, calamitous 
fluctuations might occur while the exchanges remained at par, and 
while there was no drain of gold from their coffers. The Bank 
directors had created a new element of fluctuation, %nd according 
to their improved system of management, the circulation mu^ 
vibrate with every variation in the aggregate amount of those 
public and private deposits over which the directors could have no 
control. But this was not the worst part of the improved system. 
Its rule to keep its securities level, to let the currency expand and 
contract with the flowing and ebbing of the foreign exchanges, 
regarding the period when the exchanges are at par, and when 
gold is neither drawn out nor paid in, as the level at which the 
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reserve of bullion is to be equal to one-third of the liabilities. 
This being the mode*in which the Bank regulated its issues, let 
it be supposed that the exchanges being at par, the Bank 
had 10,000,000/. of gold, its liabilities being 30,000,000/., nearly 
20,000,000/. in notes issued, and 10,000,000/. in deposits. Under 
these circumstances, let a deficient harvest or other cause turn the 
exchanges against them, and reduce the treasure of the Bank from 
10,000,000/. to 5,000,000/. and then, in the first instance, the 
circulation would be reduced by 5,000,000/., as it would have 
been had the currency been wholly metallic. Now, if no circum- 
stance occurred to render the exchanges again favourable, if the 
state of the crops or any increased demand for impoits, or dimi- 
nished demand for exports, should prevent the influx of gold, and 
leave the treasure in the Bank stationary at 5,000,000/., while the 
iexchange was at par, then, in conformity with the principle 
upon which their issues were regulated, the directors would 
have to reduce their liabilities from 30,000,000/. to 15,000,000^. 
But as that portion of their liabilities — namely, deposits, over 
which the directors have no controul — amounts to 10,000,000/., 
the circulation, were the principle to be strictly adhered to, must 
be reduced to 5,000,000/. Had the exchanges, instead of beinjg 
unfavourable, been favourable, and increased the treasure in the 
Bank from 10,000,000/. to 15,000,000/., and then returned to par, 
the liabilities of the Bank imder the new system of management 
would have increased to 45,000,000/. ; and should the deposits 
have continued stationary at 10,000,000/., the circulation would be 
increased from 20,000,000/ to 35,000,000/. Thus,if the improved 
principles of the Bank were to be adhered to, the flow and ebb of 
the exchanges above or below the central level would cause the 
circulation to vibrate between the deep extremes of 5,000,000/. 
and 35,000,000/. But he had not yet exhibited in their full 
absurdity the improved principles of circulation discovered by the 
Bank directors. It appeared, by the minutes of evidence (ques- 
tion 2086), that Mr. Ward, the Bank director, was asked, "You 
^' have stated that in case you foresaw an unfavourable harvest, 
*^ or other circumstance, that was likely to turn the exchanges 
^^ against the country, you would anticipate that by acting upon 
the currency ; do you think it right for the Bank to act upon the 
currency ^of the country, independently of the action of the 
public on the Bank V Mr. Ward answered, " Although the 
exchanges might be at the present moment favourable, I 
should anticipate theit bec6ming unfavourable under the in- 
fluence of a bad harvest, and I should prepare accordingly." 
He is then asked, " In what manner would you prepare ?** 
and he answers, " By shortening the amount of currency." 
The House would perceive that this was not quite consistent 
with the former answer of Mr. Ward, that " I do not presume 
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eultare, a panJyas more sefvere and more endttiing than that 
which followed the Renmptian of cash payments. He. veotmred to 
hope that he had now sacceeded in establishing sufficient groanda 
for the motion with which he should conclude. He could not 
believe that the jdan proposed for the renewal of the Bank chas- 
ter was one which the House of Commons would be induced to 
sanction. He could not beUeve that it was one in which, upon 
reflection, ministers themselves would wish to persevere. He had 
a strong conviction, derived from much reflection on the subject^ 
that the adoption of the measures proposed by Government for 
continuing and increasing the exclusive priyileges of the Bank of 
England, would inflict upon the country a periodical recurrence in 
aggravated forms of revulsions of trade, and of panics in the money 
market, while by the adoption of sound principles of banking and 
of currency, all these evils might beavoided, and very important ad- 
vantages secured. At all events he implored the House not, on this 
most vital question, to legislate in the dark. He was convinced 
that if the House should now consent to the re-commitment to thia 
irresponsible body, for 10 years, a trust which had been most 
unwisely conferred on them, the country would be visited with 
a recurrence of former distress, panics, and fluctuations in the cur- 
rency. He should therefore move, as an amendment to the 
resolution proposed by the Chancellor of the Exchequer, that the 
consideration of the question of the renewal of the Bank of 
England charter should be postponed until the next session of 
Parliament. The amendment was seconded by Mr. Scrope, and 
after a protracted discussion, disposed of in the negative, the 
numbers being, for postponement o3,<-^against it 316. 
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